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Employee Benefit Plans Industry Developments—2014

Notice to Readers
This Audit Risk Alert (alert) replaces Employee Benefit Plans Industry
Developments—2013.
This alert is intended to provide auditors of financial statements of employee
benefit plans with an overview of recent economic, industry, regulatory, and
professional developments that may affect the audits and other engagements
they perform. It also can be used by plan management and plan sponsors to
address areas of audit and accounting concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.
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Feedback
The Audit Risk Alert Employee Benefit Plans Industry Developments is published annually. As you encounter audit or industry issues that you believe
warrant discussion in next year's alert, please feel free to share them with us.
Any other comments you have about the alert also would be appreciated. You
may e-mail these comments to A&APublications@aicpa.org.
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How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your employee
benefit plan audits and also can be used by plan management and plan sponsors
to address audit and accounting concerns. It also provides information to assist
you in achieving a more robust understanding of the business, economic, and
regulatory environments in which clients operate. This alert is an important
tool to help you identify the significant risks that may result in the material
misstatement of financial statements and delivers information about emerging
practice issues and current accounting, auditing, reporting, and regulatory
developments. For developing issues that may have a significant effect on the
employee benefit plan industry in the near future, the "On the Horizon" section
provides information on these topics, including guidance that either has been
issued but is not yet effective or is in a development stage.
.02 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. Auditors obtain audit evidence to draw reasonable
conclusions on which to base their opinion by performing the following:

r
r

Risk assessment procedures
Further audit procedures that comprise
— tests of controls, when required by generally accepted auditing standards (GAAS) or when the auditor has chosen
to do so, and
— substantive procedures that include tests of details and
substantive analytical procedures.

.03 The auditor should develop an audit plan that includes, among other
things, the nature and extent of planned risk assessment procedures, as determined under AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement (AICPA, Professional Standards). AU-C section 315 defines risk assessment procedures as the audit procedures performed to obtain an understanding of the entity and its environment,
including the entity's internal control, to identify and assess the risks of material misstatement, whether due to fraud or error, at the financial statement
and relevant assertion levels. As part of obtaining the required understanding
of the entity and its environment, paragraph .12 of AU-C section 315 states that
the auditor should obtain an understanding of the industry, regulatory, and
other external factors, including the applicable financial reporting framework,
relevant to the entity. This alert assists the auditor with this aspect of the
risk assessment procedures and further expands the auditor's understanding
of other important considerations relevant to the audit.

Economic and Industry Developments
The Current Economy
.04 When planning an audit, auditors need to understand the economic
conditions facing the industry in which an entity operates, as well as the effects
of these conditions on the entity itself. These external factors, such as interest
rates, availability of credit, consumer confidence, overall economic expansion or
contraction, inflation, and labor market conditions, are likely to have an effect
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on an entity's business and, therefore, its financial statements. Considering the
effects of external forces on an entity is part of obtaining an understanding of
the entity and its environment. Recognizing that economic conditions and other
external factors relevant to an entity and its environment constantly change,
auditors should evaluate whether changes have occurred since the previous
audit that may affect their reliance on any information obtained from their
previous experience with the entity. These changes may affect the risks and
risk assessment procedures applicable to the current year's audit.
.05 During 2013, the U.S. economy continued to recover from a few years
of slow growth and the S&P 500 and the Dow Jones Industrial Average both
reached all-time highs. The Chicago Board Options Exchange Volatility Index
(VIX) is a key measure of market expectations of near-term volatility conveyed
by S&P 500 stock option prices and is considered by many to indicate investor
sentiment, market volatility, and the best gauge of fear in the market. The
VIX continued to show a steady decline during 2013, indicating a decline in
volatility. The continued downward trend also shows that investors believe the
economy and markets are improving.
.06 The Board of Governors of the Federal Reserve System (Federal Reserve) decreased the target for the federal funds rate more than 5.0 percentage
points from its high of 5.25 percent prior to the financial crisis, to less than
0.25 percent, where it remains through February 2014. The Federal Reserve
indicates that the target range for federal funds rates of 0 to 0.25 percent is
appropriate for as long as the unemployment rate stays above 6.5 percent, inflation over the next two years is projected to be less than 0.5 percent above
the 2-percent longer-run goal, and longer-term inflation projections continue
to be low. The Federal Reserve described the current economic recovery in its
January 29, 2014 press release as follows:

r
r
r
r
r

Economic activity has picked up in recent quarters.
Labor market indicators were mixed but on balance showed further improvement.
The unemployment rate has declined but remains elevated.
Household spending has advanced more quickly in recent months.
The housing sector has slowed in recent months.

Sequestration
.07 In the past several years, Congress and the president have worked
together to lower the deficit. In 2011, Congress passed a law that required a
$4 trillion reduction in the deficit, including the $2.5 trillion that had already
been accomplished. The new requirement was not met and, as a result, there
was an across-the-board cut in government spending. The sequestration went
into effect in March 2013. The cuts will spread over nine years but will amount
to approximately $85 million in 2013. About 50 percent of the cuts will affect
defense and national security. The other 50 percent will affect health care,
education, law enforcement, disaster relief, unemployment benefits, nonprofit
organizations, and scientific research. Many Americans believe these cuts will
have a negative impact on the recovering economy.
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Help Desk: For additional information on the overall economic conditions, see the Audit Risk Alert General Accounting and Auditing
Developments—2013/2014.

Employee Benefit Plan Considerations
.08 Part of obtaining an understanding of the entity and its environment
is considering the ways an employee benefit plan is affected by external forces.
This allows the auditor to plan and perform the audit to address those risks.
.09 As noted in paragraph .03 of AU-C section 330, Performing Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence Obtained (AICPA, Professional Standards), the objective of the auditor is to obtain
sufficient appropriate audit evidence regarding the assessed risks of material
misstatement through designing and implementing appropriate responses to
those risks. Given the constant changing status of economic conditions that
could affect clients, auditors may want to consider reviewing audit procedures
to verify that risks are still adequately addressed.
.10 Some challenges that may affect the plan or the plan sponsor, or both
in light of the current economic environment are as follows:

r
r
r
r
r
r

Significant amendments to health and welfare benefit plans related to the Affordable Care Act (ACA), for example, cancer, critical illness or gap coverage. (For more information, see "Health
Care Reform" section of this alert.)
Increase in partial plan terminations of defined contribution plans
due to companies shifting from employees to contractors
Continued regulatory scrutiny on plan sponsors to ensure that
fees paid by plan participants are fair and reasonable
Continued de-risking of defined benefit plans (For more information, see "Defined Benefit Pension Plans" section of this alert.)
Increased changes from one service organization to another as
plan sponsors look to assess lower administrative fees on plan
participants
Expanded options to convert funds from a traditional account to
a designated Roth account

AICPA Industry Expert Panel—Employee Benefit Plans
.11 The Employee Benefits Plans Expert Panel is made up of 13 individuals from CPA firms of all sizes who have extensive employee benefit plan experience. They monitor employee benefit plan industry developments, trends, and
opportunities to identify and advise on reporting, attest, and assurance issues
unique to employee benefit plans. They also assist in the development of many
AICPA publications specific to the employee benefit plan industry (for a listing
of industry publications, see the "Employee Benefit Plan Resources" section).
In addition, panel members are speakers at AICPA national conferences, and
they participate in AICPA webcasts and Employee Benefit Plan Audit Quality Center (EBPAQC) webinars. During the past year, the Employee Benefits
Plans Expert Panel has discussed topics such as using the liquidation basis of
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accounting, initial audits, SOC 1SM reports, health care reform, journal entry
testing, investment contracts issued by insurance companies and implementing the clarified auditing standards.
See the AICPA Employee Benefit Plans Expert Panel's website at www.aicpa
.org/interestareas/employeebenefitplanauditquality/community/pages/aicpa%
20employee%20benefit%20plan%20expert%20panel.aspx.

Employee Benefit Plans Expert Panel Activities—Advocacy
Efforts With FASB
.12 The AICPA Employee Benefit Plans Expert Panel (EBP EP) and the
AICPA Employee Benefit Plan Audit Quality Center Executive Committee
(EBPAQC EC) have engaged in advocacy efforts with the Financial Accounting Standards Board (FASB) to raise awareness among FASB staff and board
members about the specialized characteristics of employee benefit plan financial statements, including their purpose, users, and preparers.
.13 The chairs of the EBP EP and the EBPAQC EC met with FASB
representatives to discuss the specialized nature of employee benefit plans and
how FASB can best incorporate the consideration of employee benefit plans
into its standard-setting process. In addition, the group provided FASB with
its observations about areas in current accounting where the standards, when
drafted, did not consider the specialized characteristics of employee benefit
plan financial statements.
.14 In October 2013, the EBP EP provided FASB with a 26-page discussion
memorandum that identifies areas in current accounting affecting employee
benefit plans that are conflicting, redundant, irrelevant, or incomplete due to
the specialized characteristics of employee benefit plan financial statements.
The discussion memorandum is intended to provide observations about difficulties encountered in practice with current plan accounting and does not suggest
possible resolutions. The memorandum groups the issues into two categories
(A and B) based on relevance, operationality, and prevalence.

r
r

Category A includes areas in current accounting affecting most
employee benefit plans that are conflicting, redundant, irrelevant,
or incomplete due to the specialized characteristics of plans. These
areas are considered to be pressing topics that apply to most plans,
and standard-setter action is requested.
Category B includes areas in accounting that are difficult to apply
in practice due to the specialized characteristics of plans. These
areas are considered to be important topics that apply to certain types of employee benefit plans (for example, defined benefit
pension plans, health and welfare plans, and employee stock ownership plans), and may need further standard-setter action.

The discussion memorandum also highlights those areas in accounting that
were previously tailored to the unique nature of plans and have been subsequently overridden by more recent standards, and explores the need for plans
to be considered their own class of entity because they differ from both private
companies and public companies. You can read the entire discussion memorandum at www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/
Resources/TestimonyandCmtLtrs/DownloadableDocuments/EBP-DiscussionMemo-Observations-About-Current-EBP-Accounting.pdf.
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.15 At the January 29, 2014 FASB meeting, FASB voted to reorganize its
agenda and discussed several research projects as part of its prioritization initiative. At this meeting FASB agreed to perform research on accounting issues
in employee benefit plan financial statements. The issues to be researched are
based on the discussion memorandum that was submitted to FASB. The EBP
EP is encouraged by FASB's action to perform this research and looks forward
to continued involvement in improving employee benefit plan accounting and
reporting.

Accounting Issues and Developments
FASB Accounting Standards Update No. 2014-06—Technical
Corrections and Amendments—Master Glossary
.16 In March 2014, FASB issued Accounting Standards Update (ASU) No.
2014-06, Technical Corrections and Improvements Related to Glossary Terms.
The amendments in this ASU relate to glossary terms and cover a wide range
of FASB Accounting Standards Codification® (ASC) topics. These amendments
are presented in four sections:

r
r
r
r

Section A—Deletions of Master Glossary Terms
Section B—Addition of Master Glossary Term Links
Section C—Duplicate Master Glossary Terms
Section D—Other Technical Corrections Related to Glossary
Terms

.17 The amendments in this ASU represent changes to clarify the master
glossary of FASB ASC, consolidate multiple instances of the same term into
a single definition, or make minor improvements to the master glossary that
are not expected to result in substantive changes to the application of existing
guidance or create a significant administrative cost to most entities. Additionally, the amendments in this ASU will make the master glossary easier to
understand, as well as reduce the number of terms.
The amendments in this ASU do not have transition guidance and will be
effective upon issuance for both public entities and nonpublic entities.

Help Desk: For additional information regarding ASU No. 2014-06,
see www.fasb.org.

FASB ASU No. 2013-09—Deferral of the Effective Date of Certain
Disclosures for Nonpublic Employee Benefit Plans
.18 ASU No. 2013-09, Fair Value Measurement (Topic 820): Deferral of the
Effective Date of Certain Disclosures for Nonpublic Employee Benefit Plans in
Update No. 2011-04, was issued in July 2013 and was effective upon issuance.
This ASU defers indefinitely the effective date of certain required disclosures
in FASB ASU No. 2011-04, Fair Value Measurement (Topic 820): Amendments
to Achieve Common Fair Value Measurement and Disclosure Requirements in
U.S. GAAP and IFRSs, of quantitative information about the significant unobservable inputs used in level 3 fair value measurements for investments held
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by a nonpublic employee benefit plan in its plan sponsor's own nonpublic entity
equity securities. This includes equity securities of its plan sponsor's nonpublic affiliated entities, and does not defer the effective date of all disclosures
required by ASU No. 2011-04.
.19 Accordingly, for employee benefit plans other than those plans that
are subject to the SEC's filing requirements (for example, plans that file Form
11-K with the SEC), FASB ASC 820-10-50-2(bbb)(2) is deferred indefinitely.
Generally, the type of plan that benefits most from the deferral is an employee
stock ownership plan (ESOP) that invests in privately held plan sponsor securities. The deferral relates to the requirement that a reporting entity present,
for fair value measurements categorized within level 3 of the fair value hierarchy, quantitative information about the significant unobservable inputs used
in the fair value measurement.
It is important to note that the disclosure requirement remains for the
following:

r

Recurring and nonrecurring fair value measurements categorized
within level 2 and level 3 of the fair value hierarchy
—

a description of the valuation technique(s)

—

the inputs used in the fair value measurement

If there has been a change in valuation technique (for example, changing from
a market approach to an income approach or the use of an additional valuation
technique), the reporting entity should disclose that change and the reason(s)
for making it.
.20 Disclosure of the process as required by FASB ASC 820-10-50-2(f)
is also not deferred. Therefore, disclosure of a description of the valuation
processes used by the reporting entity (how an entity decides its valuation
policies and procedures and analyzes changes in fair value measurements from
period to period) is required.

FASB ASU No. 2013-08—Investment Companies—Amendments
to the Scope, Measurement, and Disclosure Requirements and
Plan Considerations
.21 In June 2013, FASB issued ASU No. 2013-08, Financial Services—
Investment Companies (Topic 946): Amendments to the Scope, Measurement,
and Disclosure Requirements. This ASU provides helpful information regarding
accounting and reporting for funds in which the employee benefit plans invests.
.22 ASU No. 2013-08 changes the approach for the assessment of whether
an entity is an investment company, and therefore, within the scope of industryspecific guidance in FASB ASC topic 946, Financial Services—Investment Companies, by developing a new structured approach for that assessment. ASU No.
2013-08 states that an entity regulated as an investment company under the
Investment Company Act of 1940 (1940 act) is an investment company for
accounting purposes. Entities that are not regulated under the 1940 act are required to meet certain fundamental characteristics to be considered investment
companies and are also required to be assessed for other typical characteristics
of investment companies. An entity should consider its purpose and design
when conducting the assessment. An entity that does not have the fundamental characteristics is not an investment company. However, failing to meet one
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or more of the typical characteristics does not necessarily preclude an entity
from being an investment company. If an entity does not possess one or more
of the typical characteristics, management should apply judgment and determine, considering all facts and circumstances, how its activities are or are not
consistent with those of an investment company.
.23 An entity must meet the following fundamental characteristics to be
an investment company:

r

It is an entity that does both of the following:
— Obtains funds from one or more investors and provides
the investor(s) with investment management services.

r

— Commits to its investor(s) that its business purpose and
only substantive activities are investing the funds for
returns from capital appreciation, investment income, or
both.
The entity or its affiliates do not obtain, or have the objective of
obtaining, returns or benefits from an investee or its affiliates that
are not normally attributable to ownership interests or that are
other than capital appreciation or investment income.

In addition, the following typical characteristics to be an investment company
should be assessed:

r
r
r
r
r

Multiple investors
Multiple investments
Investors that are not related parties to the parent entity (if there
is a parent) or the investment manager
Ownership interests in the form of equity or partnership interests
Substantially, all investments are managed on a fair value basis

Effective Date and Transition
.24 The amendments in ASU No. 2013-08 are effective for an entity's
interim and annual reporting periods in fiscal years that begin after December 15, 2013. Earlier application is prohibited. Refer to ASU No. 2013-08 for
additional information.

Effect on Employee Benefit Plans
.25 Employee benefit plans often invest in entities that are investment
companies and the investment is accounted for in the plan's financial statements as an investment company or fund. The practice tips in paragraph 8.42
and paragraph 8.50 of the AICPA Audit and Accounting Guide Employee Benefit Plans, as of January 1, 2014, (the guide) describes certain situations whereby
employee benefit plans set up an account that may be reported on the trustee
or custodial statements as a fund. However, a reading of the agreements would
provide information that the account is not a fund with commingled assets of
other plans, but merely an account with investments that are owned by the
plan. The investments in such accounts should be reported as individual investments owned by the plan. Said another way, the underlying investments of the
account are owned by the plan and the plan should report them at the underlying investment level for all disclosures and on Schedule H, line 4i—Schedule
of Assets (Held at End of Year).
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.26 The agreements relating to investment accounts owned by plans can
have various terms and provisions, making it difficult to determine the nature
of the entity. ASU No. 2013-08 can provide helpful information in determining
whether the plan holds (a) a "fund" or investment company which would be
reported as a "fund" on the plan's financial statements or (b) an account with
investments that are owned by the plan reported as individual investments on
the plan's financial statements in accordance with the "practice tip" previously
mentioned.

FASB ASU No. 2013-07—Liquidation Basis of Accounting
.27 In April 2013, FASB issued ASU No. 2013-07, Presentation of Financial Statements (Topic 205): Liquidation Basis of Accounting. The amendments
in ASU No. 2013-07 require an entity to prepare its financial statements using
the liquidation basis of accounting when liquidation is imminent. Liquidation
is imminent when the likelihood is remote that the entity will return from
liquidation and either (a) a plan for liquidation is approved by the person or
persons with the authority to make such a plan effective and the likelihood is
remote that the execution of the plan will be blocked by other parties, or (b) a
plan for liquidation is being imposed by other forces (for example, involuntary
plan termination). If a plan for liquidation was specified in the entity's governing documents from the entity's inception (for example, limited-life entities),
the entity should apply the liquidation basis of accounting only if the approved
plan for liquidation differs from the plan for liquidation that was specified at
the entity's inception.
.28 The amendments require financial statements prepared using the liquidation basis of accounting to present relevant information about an entity's
expected resources in liquidation by measuring and presenting assets at the
amount of the expected cash proceeds from liquidation. The entity should include in its presentation of assets any items it had not previously recognized
under U.S. generally accepted accounting principles (GAAP), but that it expects
to either sell in liquidation or use in settling liabilities.
.29 The entity should recognize and measure its liabilities in accordance
with GAAP that otherwise applies to those liabilities. The entity should not
anticipate that it will be legally released from being the primary obligor under
those liabilities, either judicially or by creditor(s). The entity also is required
to accrue and separately present the costs that it expects to incur and the
income that it expects to earn during the expected duration of the liquidation,
including any costs associated with sale or settlement of those assets and
liabilities. Additionally, the amendments require disclosures about an entity's
plan for liquidation, the methods and significant assumptions used to measure
assets and liabilities, the type and amount of costs and income accrued, and
the expected duration of the liquidation process.

Effective Date
.30 The amendments in ASU No. 2013-07 are effective for entities that
determine liquidation is imminent during annual reporting periods beginning
after December 15, 2013, and interim reporting periods therein. Entities should
apply the requirements prospectively from the day that liquidation becomes imminent. Early adoption is permitted. Entities that already use the liquidation
basis of accounting as of the effective date in accordance with other FASB ASC
topics (for example, terminating employee benefit plans) are not required to
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apply the amendments. Instead, those entities should continue to apply the
guidance in those other FASB ASC topics until they have completed liquidation.

Effect on Employee Benefit Plans
.31 ASU No. 2013-07 specifically amends FASB ASC 960-40, FASB ASC
962-40, and FASB ASC 965-40 to state that if liquidation of a plan is deemed
to be imminent before the end of the plan year, the plan's year-end financial
statements should be prepared using the liquidation basis of accounting in accordance with FASB ASC 205-30 (codified as pending content). Plan financial
statements for periods ending after the determination that liquidation is imminent are to be prepared using the liquidation basis of accounting. However,
if a plan is already on the liquidation basis of accounting when this ASU becomes effective, then the plan would continue to apply the current guidance in
FASB ASC 960-40, FASB ASC 962-40, and FASB ASC 965-40, until they have
completed liquidation.
.32 Because of the unique characteristics of plans, implementing the requirements in ASU No. 2013-07 may raise questions, particularly when a defined benefit pension plan uses a beginning-of-year benefit information date,
which may not be the most meaningful to a reader of a terminating plan. The
following considerations may help the plan sponsor or auditor when implementing this ASU.

r
r

r
r
r
r

The objective of the FASB project was to provide guidance about
when and how an entity should apply the liquidation basis of
accounting.
In accordance with "Pending Content" in FASB ASC 205-30-30-1,
an entity should measure assets to reflect the estimated amount
of cash or other consideration it expects to collect in settling or
disposing of those assets in carrying out its plan for liquidation.
In some cases, fair value may approximate the amount that an
entity expects to collect.
Liabilities should continue to be measured under other applicable
GAAP.
In addition to the disclosures required by ASU No. 2013-07, all
disclosures required by other FASB ASC Topics that are relevant
to understanding the entity's statement of net assets in liquidation and statement of changes in net assets in liquidation should
be made.
A defined benefit pension plan may terminate only by following
certain rules and procedures, as set forth in Title 29 U.S. Code
of Federal Regulations (CFR) part 4041 of ERISA. These rules
may affect the assessment of whether the liquidation of a plan is
imminent.
When a defined benefit pension plan is terminated, typically the
plan sponsor would obtain from the actuary estimates of the settlement liability and required contributions needed to settle the
plan in order to have a reasonable basis to determine if they have
adequate resources to fund the plan so that it has the ability to
pay vested benefits.
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FASB ASU No. 2012-04—Technical Corrections
and Improvements
.33 ASU No. 2012-04, Technical Corrections and Improvements, issued in
October 2012, contains amendments on a wide range of topics in FASB ASC,
including FASB ASC 960, Plan Accounting—Defined Benefit Pension Plans;
FASB ASC 962, Plan Accounting—Defined Contribution Pension Plans; and
FASB ASC 965, Plan Accounting—Health and Welfare Benefit Plans. These
amendments were presented in two sections—"Technical Corrections and Improvements" and "Conforming Amendments Related to Fair Value Measurements." ASU No. 2012-04 was effective upon issuance for those updates that
did not have transition guidance. This includes all the amendments relating to
defined benefit pension plans. In this case, the effective upon issuance for the
provisions of ASU No. 2012-04 that do not contain transition guidance, relates
to periods ending after October 1, 2012.
.34 For public entities, the amendments that were subject to transition
guidance were effective for fiscal periods beginning after December 15, 2012
(including plans that file Form 11-K with the SEC). For nonpublic entities, the
amendments that were subject to the transition guidance were effective for
fiscal periods beginning after December 15, 2013.
.35 The amendments to plan accounting topics considered more substantive that are subject to transition guidance are addressed in the following
paragraphs of this ASU:

r
r

Paragraph 271—Requires defined contribution pension plans to
reduce the fair value of an investment by brokerage commissions
and other costs normally incurred in a sale if those commissions
and costs are significant in accordance with FASB ASC 962-32535-1A.
Paragraphs 274, and 277–285—Require health and welfare benefit plans to reflect all investments at fair value, less costs to sell,
if those commissions and costs are significant.

Corrections and changes to the plan accounting topics that were effective upon
issuance are addressed in the following paragraphs of this ASU:

r
r
r
r
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Paragraph 53—Revises the guidance for defined contribution pension plans in FASB ASC 962-325-50-1A to replicate guidance in
FASB ASC 965-325-50-1 for health and welfare benefit plans that
require disclosure of investments that represent 5 percent or more
of the net assets available for benefits as of the end of the year.
Paragraph 168—Removes the reference to loans to participants
as an investment type in FASB ASC 965-325-45-2 (health and
welfare benefit plans) to conform to ASU No. 2012-04.
Paragraph 273—Clarifies that noncash contributions should be
reported by health and welfare benefit plans at fair value less
costs to sell, if significant, at the date of contribution in accordance
with FASB ASC 965-20-30-1.
Paragraphs 266–285—Conform terminology and clarify certain
guidance in the plan accounting topics of FASB ASC to fully reflect
the fair value measurement and disclosure requirements of FASB
ASC 820.
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Help Desk: Readers are encouraged to consult the full text of ASU
No. 2012-04 on FASB's website at www.fasb.org.

FASB ASU Nos. 2011-11 and 2013-01—Disclosures
About Offsetting Assets and Liabilities
Background and Purpose
.36 Differences in GAAP and International Financial Reporting Standards (IFRSs) balance sheet offsetting presentation requirements can cause
significant differences in the amounts presented in statements of financial
position prepared in accordance with the two sets of standards. To improve
comparability between entities reporting under GAAP and IFRSs, FASB and
the International Accounting Standards Board (IASB) conducted a joint project
on offsetting positions. FASB and the IASB agreed to enhance disclosures and
provide converged disclosures about financial instruments and derivative instruments that are either (a) offset on the statement of financial position1 or (b)
subject to an enforceable master netting arrangement or similar agreement,
irrespective of whether they are offset on the statement of financial position.2
Entities are required to provide both net and gross information for these assets
and liabilities in the notes to the financial statements. This disclosure information allows financial statement users to understand exposure and compare
entities, regardless of how positions are presented on their respective statements of financial position.3
.37 "Pending Content" in FASB ASC 210-20-50-2 states that an entity
should disclose information to enable users of its financial statements to evaluate the effect or potential effect of netting arrangements on its financial
position4 for recognized assets and liabilities within its scope. For entities reporting under GAAP, these enhanced and converged disclosure requirements
were established through ASU No. 2011-11, Balance Sheet (Topic 210): Disclosures about Offsetting Assets and Liabilities. ASU No. 2013-01, Balance Sheet
(Topic 210): Clarifying the Scope of Disclosures about Offsetting Assets and Liabilities, was issued to limit the scope of the disclosure requirements in ASU
No. 2011-11 to derivatives, repurchase and reverse repurchase agreements,
and securities borrowing and securities lending transactions.

Effective Date
.38 The amendments in ASU Nos. 2011-11 and 2013-01 are effective for
fiscal years beginning on or after January 1, 2013, and related interim periods
within that year. An entity should provide the disclosures required by those
amendments retrospectively for all comparative periods presented.

Scope of Offsetting Disclosure Requirements
.39 "Pending Content" in FASB ASC 210-20-50-1, as amended by ASU No.
2013-01, limits the scope of the offsetting disclosures to recognized derivative
1
2
3
4

For employee benefit plans, financial position would be the net assets available for benefits.
See footnote 1.
See footnote 1.
See footnote 1.
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instruments accounted for in accordance with FASB ASC 815, Derivatives and
Hedging, including bifurcated embedded derivatives, repurchase agreements
and reverse repurchase agreements, and securities borrowing and securities
lending transactions, that are offset in accordance with either FASB ASC 21020-45 or FASB ASC 815-10-45 or subject to an enforceable master netting
arrangement or similar agreement.

Offsetting Disclosure Requirements
.40 "Pending Content" in FASB ASC 210-20-50-3 requires an entity to disclose at the end of the reporting period the following quantitative information
for assets and liabilities that are within the scope described in the preceding
section:
a. The gross amounts of those recognized assets and those recognized
liabilities
b. The amounts offset in the statement of net assets available for
benefits (pursuant to FASB ASC 210-20-45 or FASB ASC 815-1045)
c. The net amount presented in the statement of net assets available
for benefits
d. The amounts subject to an enforceable master netting arrangement
or similar agreement not otherwise included in (b) preceding:
i. The amounts related to recognized financial instruments
and other derivative instruments that either
(1) management makes an accounting policy election
not to offset, or
(2) do not meet some or all of the guidance in either
FASB ASC 210-20-45 or FASB ASC 815-10-45.
ii. The amounts related to financial collateral (including cash
collateral).
e. The net amount after deducting the amounts in (d) from (c)

Help Desk: Pursuant to "Pending Content" in FASB ASC 210-20-504, the amount disclosed in accordance with (d) for an instrument is
limited to the amount disclosed in accordance with (c) proceeding.
.41 "Pending Content" in paragraphs 4–6 of FASB ASC 210-20-50 provide
certain additional requirements related to the previously described disclosure
information. "Pending Content" in paragraphs 1–22 of FASB ASC 210-20-55
provide additional implementation guidance and multiple illustrative disclosure tables.
.42 The standard allows for flexibility around the way the required information can be presented in a disclosure table. As summarized from "Pending
Content" in paragraphs 15–16 of FASB ASC 210-20-55, an entity may choose to
present the information by type of instrument or transaction (for quantitative
information items [a]–[e]) or may choose to present a portion of the information by counterparty (allowable only for quantitative information items [c]–[e]).
When making this determination, an entity may consider aligning the disclosure table presentation with the related master netting arrangements (that is,
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if the master netting arrangement allows for netting by type, the disclosure
table may follow the same format). Further, there is no requirement in FASB
ASC 210-20 to list the name of counterparties in the disclosure table. However, if general designators are used (for example, use of "counterparty A" and
"counterparty B") instead of legal names, the same general designator must be
used for the same counterparty in all future years.

Effect on Employee Benefit Plans
.43 Master netting arrangements often exist in contracts and agreements
for large defined benefit or health and welfare plans or master trusts that hold
a full array of investments and derivative instruments (for example, master
repurchase agreements or master securities forward transaction agreements).
However, certain defined contribution plans, especially those with individually
managed separate accounts, may also enter into these arrangements. As an
example, a plan may have an open total return swap in an asset position and
an interest rate swap in a liability position with the same counterparty bank.
Under the related agreement between the plan and the counterparty, the plan
may be able to legally settle the two positions on a net basis. In this example,
the instruments would likely be within the scope of the offsetting disclosure
requirements, even if the plan does not net the positions on its statement of
net assets available for benefits.
.44 The consideration of legal enforcement is critical when determining
which instruments and transactions under master netting arrangements are
within the scope of the new disclosure requirements under ASU Nos. 2011-11
and 2013-01. Plan management should evaluate arrangements and determine
when the entity can legally enforce a netting provision. Sufficient time and
resources should be dedicated to this process, keeping in mind comparative
disclosures are required because the statement of net assets available for benefits is presented on a comparative basis. The agreements are often maintained
by the investment manager or adviser and may not be readily available to plan
management or the trustees and custodian. The expertise of legal personnel
may be necessary in order to determine which netting arrangements are enforceable in a court of law and which are not.
.45 It is important for plan management to determine where the information will come from to prepare the required disclosures as trustees and
custodians may not have access to the detail surrounding these arrangements.
It may be necessary for plan management to work directly with the investment adviser or manager to obtain the necessary detail for disclosures on a
comparative basis. Auditors should consider the requirements of AU-C section
320, Materiality in Planning and Performing an Audit (AICPA, Professional
Standards), in determining if these arrangements are material for disclosure.
The net unrealized gains or losses at year-end may be immaterial; however,
it is important to consider other factors in determining if the disclosures are
material to the financial statements as a whole, such as the gross values, activity during the year, and changes in unrealized and realized gains and losses
during the year.

FASB ASU No. 2011-04—Implementing Certain
Disclosure Requirements
.46 ASU No. 2011-04 requires, in part, that public and nonpublic entities
subject to its guidance disclose the following:
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A description of the valuation technique(s) and the inputs used in
fair value measurements
An unobservable inputs table (quantitative) for measurements
using level 3 inputs
A description of valuation processes for measurements using level
3 inputs
All transfers between levels of the fair value hierarchy, which
must be separately reported and described (except disclosure of
transfers between level 1 and level 2 are not required for nonpublic
entities), with the description including the reasons for the transfers and the entity's policy for determining when those transfers
occur
A narrative (qualitative) description of the fair value measurements' sensitivity to changes in unobservable inputs (public entities only) and a description of the interrelationships between
those unobservable inputs, if any, for recurring fair value measurements

The following highlights some of the disclosure requirements of ASU No. 201104 for consideration.
Net Asset Value (NAV) Practical Expedient for Measuring Fair Value
.47 As indicated in the conclusions reached in ASU No. 2011-04, the quantitative disclosures about fair value of assets and liabilities subject to the NAV
practical expedient would not be meaningful because the determination of the
level in the hierarchy is made on the basis of the reporting entity's ability to
redeem its investments, rather than whether the inputs used in the measurement are observable or unobservable. As such, the requirement to disclose the
significant unobservable inputs for level 3 measurements and the sensitivity
of such measurements to changes in unobservable inputs is not required for
assets and liabilities subject to the practical expedient. However, the reporting
entity is required to describe its valuation processes even if the quantitative
unobservable input disclosures are not required.
Insurance Company General Account Products
.48 Employee benefit plans commonly invest in insurance company general account products, such as, guaranteed interest contracts (GICs) with defined maturity dates, evergreen GICs, deposit administration contracts and
immediate participation guarantee contracts. Although plan management is
responsible for the valuation of plan investments and related GAAP disclosures, plan sponsors often rely on the insurance company or outside service
organization to assist in the process, and as such may not have full insight
into the valuation methods and assumptions used by such service organizations. However, management should obtain sufficient information to evaluate
the valuations they receive from service organizations to meet their reporting responsibilities in accordance with GAAP and relevant internal control
requirements. Paragraphs 24–27 of FASB ASC 820-10-35 and paragraphs 3A–
3G of FASB ASC 820-10-55 describe the valuation techniques that should be
used to measure fair value. ASU No. 2011-04 indicates that a reporting entity
is not required to create quantitative information to comply with the disclosure requirement if quantitative unobservable inputs are not developed by the
reporting entity when measuring fair value (for example, when a reporting
entity uses prices from prior transactions or third-party pricing information
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without adjustment). However, when providing these disclosures, a reporting entity cannot ignore quantitative unobservable inputs that are significant
to the fair value measurement and are reasonably available to the reporting
entity. Management is responsible for undertaking efforts to obtain quantitative information about level 3 inputs before making an assertion that the
quantitative inputs are not reasonably available and taking advantage of the
third-party pricing exception described previously. If management is unable
to obtain the information underlying the valuation, the measurement of that
investment at fair value, and not just the particular disclosure, may be called
into question.
.49 Plan sponsors are encouraged to understand the nature of their insurance products as well as the requirements of FASB ASC 820. If they are unable
to obtain the necessary information from the insurance companies regarding
fair value, they should consider utilizing other industry experts to assist in the
process, such as investment valuation experts.

SEC Staff Observations
.50 Although the SEC regulates audits of public entities, its findings have
broad applicability to audits of all entities performed under GAAS. The SEC
staff has observed the following review findings pertaining to the adoption of
ASU No. 2011-04:

r
r
r
r

The use of wide ranges of unobservable inputs in the tabular
disclosures required by ASU No. 2011-04.
There appears to be diversity in practice regarding the extent of
significant unobservable inputs included in quantitative disclosures required by paragraph 2(bbb) of FASB ASC 820-10-50.
Certain entities did not disclose the valuation process for level
3 measurements in the footnotes to the financial statements, as
required by paragraph 2(f) of FASB ASC 820-10-50.
Some entities were not disclosing a description of the interrelationship of unobservable inputs used and how those interrelationships may magnify or mitigate the effect of changes in the
unobservable inputs on fair value.

Nonpublic Entity Fair Value Disclosure Exemption Requirements
.51 FASB ASU No. 2011-04 provides an exemption to certain fair value
measurement disclosures, including the fair value hierarchy level (level 1, 2,
or 3) for items disclosed at fair value but not measured at fair value in the
statement of financial position.5 However, the exemption contained the language "unless those disclosures are required by another FASB ASC Topic."
This qualifying language unintentionally directed practitioners to similar disclosure requirements in FASB ASC 825-10-50-3, which suggested that nonpublic entities that have total assets of $100 million or more or that have one or
more derivative instruments would not qualify for the intended exemption. To
correct this unintended requirement, FASB issued ASU No. 2013-03, Financial
Instruments (Topic 825): Clarifying the Scope and Applicability of a Particular
Disclosure to Nonpublic Entities, in February 2013. The amendments in ASU

5

See footnote 1.
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No. 2013-03 clarify the scope and applicability of ASU No. 2011-04 for nonpublic entities by expressly stating that a nonpublic reporting entity is not required
to disclose the level of the fair value hierarchy (level 1, 2, or 3) for items disclosed at fair value but not measured at fair value in the statement of financial
position6 (see the disclosure requirement at FASB ASC 825-10-50-10[d]).
.52 A nonpublic entity is defined by the FASB ASC glossary as an entity
that does not meet any of the following conditions:
a. Its debt or equity securities trade in a public market either on
a stock exchange (domestic or foreign) or in an over-the-counter
(OTC) market, including securities quoted only locally or regionally.
b. It is a conduit bond obligor for conduit debt securities that are
traded in a public market (a domestic or foreign stock exchange or
an OTC market, including local or regional markets).
c. It files with a regulatory agency in preparation for the sale of any
class of debt or equity securities in a public market.
d. It is required to file or furnish financial statements with the SEC.
e. It is controlled by an entity covered by criteria (a)–(d).

Definition of a Public Business Entity
.53 In December 2013, FASB and the Private Company Council (PCC)
issued the final Private Company Decision-Making Framework: A Guide for
Evaluating Financial Accounting and Reporting for Private Companies. FASB
also issued ASU No. 2013-12, Definition of a Public Business Entity: An Addition to the Master Glossary.
.54 The Private Company Decision-Making Framework is intended to assist FASB and the PCC in determining whether and when to provide alternative recognition, measurement, disclosure, display, effective date, or transition
guidance for private companies reporting under GAAP.
.55 ASU No. 2013-12 amends the master glossary of FASB ASC to include one definition of public business entity for future use in GAAP. ASU
No. 2013-12 will be used by FASB, the PCC, and the Emerging Issues Task
Force to determine the scope of new accounting and reporting guidance and to
identify the types of companies that are excluded from the scope of the Private
Company Decision-Making Framework. The definition does not affect existing
requirements.
.56 This ASU excludes employee benefit plans within the scope of FASB
ASC 960 through 965 on plan accounting because employee benefit plans have
unique characteristics that differ from both private companies and public companies. The needs of users of employee benefit plan financial statements are
specific and more focused when compared with the needs of financial statement
users of both public companies and private companies. Employee benefit plans
follow accounting guidance that often is tailored to the unique nature of the
plans.

6

See footnote 1.
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Expense Arrangements—Defined Contribution Retirement Plans
Mechanics of Fee Arrangements
.57 Generally, auditors gain an understanding of fees paid by the plan
through inquiry or review of other applicable plan documentation and then design audit procedures taking into account the audit considerations described in
paragraphs 5.184–.187 of the guide. In addition, it is important for the auditor
to perform procedures on the disclosures for plan expenses in accordance with
paragraphs 5.76v and 5.77d of the guide.
.58 Defined contribution plan expenses can be paid in a number of ways
as described in the "Plan Expenses" section (paragraphs 5.73–5.75) in chapter
5, "Defined Contribution Retirement Plans" of the guide. They can be paid by
the plan sponsor, participant or both—as provided by the plan document, and
DOL and IRS rules and regulations.
.59 Defined contribution retirement plans incur investment related fees
and administrative fees. Integral to a 401(k) plan are the asset management
services that various investment managers provide. Investment managers
charge a fee for their investment management services, and these fees are
often reported as a percentage of the total assets invested in the particular
investment vehicle.
.60 Administrative fees for services such as recordkeeping, plan audits,
legal services, investment education and communications are commonly paid
in one of the following ways:

r
r
r

Dollar per plan fees (paid by plan sponsor, plan, or both)
Asset-based fees based on a percentage of plan or investment
assets (paid by plan sponsor, plan or both)
Specific participant activity fees (most often paid by the participant(s) engaging in the activity [for example, participant
loans, self-directed brokerage, qualified domestic relation orders
(QDROs), or distributions])

.61 The investment manager may agree to pay a portion of its investment
management fees to a service organization (such as the plan's recordkeeper) to
help offset the plan's costs. This amount is commonly referred to as "revenuesharing," and is used to help offset the cost of administrative services provided
to the plan that would have otherwise been charged directly to the plan sponsor,
the plan, or participants. Revenue sharing can create the illusion that the plan
has little to no expenses as they are often offset against the investment returns.
Revenue-sharing fees can present themselves in a number of different ways,
for example 12b-1 fees, sub-transfer agency fees, administrative servicing fees,
and shareholder servicing fees.

Excess Revenue Sharing
.62 The DOL's focus on indirect compensation paid to service organizations has drawn attention to the accounts created to capture excess revenue
sharing (for example, plan expense reimbursement accounts and ERISA spending accounts or ERISA accounts). These arrangements are becoming increasingly more common in defined contribution retirement plans.
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.63 The structure of the agreement for revenue sharing amounts in excess
of recordkeeping or other administrative charges is the key consideration in
determining the appropriate financial reporting. For example, in a defined contribution retirement plan, revenue sharing amounts may be deposited into the
plan and held in an unallocated account from which other plan expenses can be
paid, with any amounts remaining at year-end being allocated to participants.
Another approach exists whereby a service organization creates a credit (or
hypothetical account) in its books and records from which the plan sponsor, or
some other fiduciary, can authorize disbursements to pay plan expenses.
.64 These arrangements have become a focus of the DOL. Recently,
the DOL issued Advisory Opinion 2013-03A (www.dol.gov/ebsa/pdf/AO201303A.pdf), in which they indicated that a plan's contractual right to receive the
amounts agreed to with the service organization, or to have them applied to
pay plan expenses, would be considered "plan assets".
.65 In addition, the DOL advisory opinion indicated that revenue sharing arrangements would be subject to the provisions of ERISA, regardless of
whether or not they are considered plan assets. The furnishing of goods, services, or facilities between a plan and a party in interest is generally prohibited,
however section 408(b)2 of ERISA provides relief from the prohibited transaction rules if certain conditions are met for the exemption. It is important for
the plan auditor to consider the plan's compliance with these rules and regulations governed by the DOL and the IRS in accordance with AU-C section 250,
Consideration of Laws and Regulations in an Audit of Financial Statements
(AICPA, Professional Standards).
.66 It can be difficult to understand the nature of these arrangements
and to determine whether or not these accounts represent plan assets. These
accounts may not be apparent on the service organization reports or the plan's
financial statements. Sponsors may want to reevaluate their revenue sharing
arrangements while considering the following:

r
r
r

r

Have plan fiduciaries acted prudently and solely in the interest
of plan participants and beneficiaries when entering into the arrangement and when selecting which investment option to offer
participants?
Is the process for how revenue sharing payments are to be handled
documented, and is it clear as to who has oversight and monitoring
responsibility over such amounts?
How and when are revenue sharing payments calculated, and who
is to receive them?
—

Are amounts properly recorded on the plan's financial
statements and Form 5500, with proper consideration
given to (1) whether revenue sharing payments become
plan assets when earned or received and (2) the proper
presentation of related expenses?

—

If the revenue sharing received by a service organization
is in excess of the amounts needed to cover the cost of
services provided, is it documented as to how to handle
the excess amounts?

Does the arrangement give rise to non-exempt transactions?
—
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— Are the services necessary for the establishment or operation of the plan?

r
r

— Is the fee being paid for the services reasonable?
Have changes in plan asset sizes or plan demographics affected
revenue sharing? For example, do mutual fund share classes or
fee levels continue to be appropriate?
Are revenue sharing amounts being used for the benefit of the
proper plan (for plan sponsors that offer more than one plan with
the same service organization)?

.67 Although administrative expenses are often not material in a defined contribution plan, as part of planning and risk assessment procedures,
it is important that the auditor obtain an understanding of the expenses that
are allowed by the plan, including the associated service arrangements. Reviewing the service organization agreements may contribute to an auditor's
understanding of these types of arrangements. Auditors may determine that
additional inquiries with management, the plan's ERISA counsel or other specialists, and the service organizations may assist in understanding these arrangements. This understanding can be used in assessing the appropriateness of the plan's accounting and reporting of these arrangements, including
whether unused balances at year-end constitute plan assets, and the adequacy
of related party and party-in-interest disclosures.

Help Desk: More information on the Private Company DecisionMaking Framework and FASB ASU No. 2013-12, including a video
and FASB "In Focus," is available on the FASB website and on the
PCC website.

Retiree Prescription Drug Benefits
.68 The Affordable Care Act (ACA) made significant changes to retiree
prescription drug programs. Before the ACA, plan sponsors offering retiree
prescription drug coverage that was at least as valuable as Medicare Part D
coverage, were entitled to a tax-free 28 percent federal retiree drug subsidy
(RDS). Starting in 2013, the ACA repealed the tax advantages (a deduction for
the retiree drug subsidy) previously associated with the RDS program.
.69 The ACA also made enhancements to Medicare Part D prescription
drug coverage and addressed the coverage gap7 (known as the "donut hole")
which will be filled by 2020. First, retirees will have coverage in the gap of 52.5
percent for brand-named drugs and 28 percent for generic drugs in 2014, both
of which will increase to 75 percent in 2020. Second, pharmaceutical manufacturers began providing a 50 percent discount on brand-name drugs in the
coverage gap beginning in 2011. As a result, a potential significant cost savings
opportunity has been created for plan sponsors that provide prescription drug
benefits to their Medicare-eligible retirees.

7
Coverage gap is commonly referred to as a period when Medicare no longer covers certain
prescriptions.
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.70 As an alternative to the RDS program, plan sponsors have taken advantage of the enhancements by restructuring their prescription drug benefit
programs in one of two ways. First, an employer can sponsor a Medicare Part
D plan exclusively for their retirees through a fully-insured or self-funded employer group waiver plan (EGWP) where the employer contracts with a third
party (such as a pharmacy benefit manager) to provide drug benefits to the
Medicare-eligible retirees and covered Medicare-eligible dependents of the employer. For a fully-insured EGWP, the third party charges a premium. For a
self-funded EGWP, the third party, on behalf of the employer, processes claims,
passes through subsidies, and charges an administrative fee. The second type
of configuration consists of two separate but integrated plans (EGWP plus a
secondary wrap-around plan). The secondary plan is a non-Medicare Part D
plan—the benefits of which are integrated or "wrapped" around the EGWP's
benefits so that the combined benefits could reflect an employer's original benefit design prior to conversion. The wrap plan may cover drugs not included in
the third party's formulary or Medicare. Although, EGWPs and EGWPs plus a
wrap can be either fully-insured or self-insured, typically they are self-insured
due to cost.
.71 Plan sponsors may continue to apply for federal RDS program benefits, the payment of which is received directly by the employer. However, it
is generally expected that retiree plan participants will receive essentially the
same prescription drug benefits under an EGWP as they would under an RDS
approach; however, the cost of providing the benefit will generally be less under
the EGWP program. Depending on the specific plan design for cost sharing between the employer and the retiree, the cost savings may be realized by either
one or both parties.

Effect on Employee Benefit Plans
.72 Plan sponsors and auditors will need to consider the effect of changes
to retiree drug programs (actual benefit designs as well as how those benefits
are administered) on the financial reporting for the plan. For example, if the
benefits provided to plan participants do not change as a result of changing
from the RDS to an EGWP, it may be deemed only a change in the plan cost
assumption. However, if a change from an RDS to an EGWP involves a substantive change in benefits provided to participants by the plan, the substantive
change would require a plan amendment. As a result, plan sponsors should
consider the effects of such plan amendments in the actuarial valuation and
the financial statement disclosures. See the "Health Care Reform" section of
this alert for more information.

Help Desk: For additional information on EGWP see www.cms.gov/
Medicare/Prescription-Drug-Coverage/PrescriptionDrugCovContra/
PartD-EGWP.html.

New GASB Pension Standards
.73 In June 2012, the Governmental Accounting Standards Board (GASB)
issued two new pension standards intended to substantially improve the accounting and financial reporting of public employee pensions by state and local
governments. The new standards are
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GASB Statement No. 67, Financial Reporting for Pension Plans,
which applies to financial reporting by most governmental pension
plans, and
GASB Statement No. 68, Accounting and Financial Reporting for
Pensions, which applies to financial reporting by most governments that provide their employees with pension benefits.

.74 GASB Statement No. 67 amends GASB Statement No. 25, Financial
Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans and is effective for financial statements for fiscal years beginning after June 15, 2013. GASB Statement No. 68 amends FASB Statement
No. 27, Accounting for Pensions by State and Local Governmental Employers
and is effective for fiscal years beginning after June 15, 2014, with early application encouraged. These new GASB statements introduce major changes in
the calculation and reporting of pension obligations and expenses for governments and their plans. Some of the major changes include the following:

r
r
r
r
r
r

Reporting the net pension liability in the government-wide financial statements
How to measure pension liabilities
Use of different discount rates for the portion of pension liability
where plan net position is expected to pay benefits as they come
due
Recognition of interest on the total pension liability as a currentperiod expense;
Deferral of some of the differences between actual and expected
investment returns; and
The financial presentation and disclosures related to employer
and pension plan financial reports.

.75 The issuance of these new standards has highlighted the importance
of the exchange of information between the various types of plans (single employer, cost-sharing multiple-employer, and agent multiple-employer) and the
participating plan sponsors and the need for participating plan sponsors to
support the accuracy of the numbers reported in their financial statements.

Help Desk: The GASB website (www.gasb.org) contains helpful information to better understand these new pension standards, including
pension fact sheets (questions and answers to address common issues
related to the implementation of these standards) and a GASB 67 implementation guide. In addition, a second implementation guide on
GASB 68 was released in January 2014 and focuses on issues related
to employer-specific requirements in GASB Statement No. 68.
For further discussion and guidance relating to these new standards,
see the AICPA Audit and Accounting Guide State and Local Governments (as of March 1, 2013). Also, see the white papers issued by the
State and Local Government Audit Quality Center at www.aicpa.org/
interestareas/governmentalauditquality/resources/gasbmatters/down
loadabledocuments/aicpaslgep cs er reporting whitepaper.pdf, www
.aicpa.org/interestareas/governmentalauditquality/resources/gasb
matters/downloadabledocuments/aicpaslgep cs census data white
paper.pdf.
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Auditing Issues and Developments
Reliability of Electronic Audit Evidence
.76 AU-C section 500, Audit Evidence (AICPA, Professional Standards),
explains what constitutes audit evidence in an audit of financial statements and
addresses the auditor's responsibility to design and perform audit procedures
to obtain sufficient, appropriate audit evidence to be able to draw reasonable
conclusions on which to base the auditor's opinion. Appropriateness is the measure of the quality of audit evidence. To be appropriate, audit evidence must be
both relevant and reliable in providing support for the conclusions on which the
auditor's opinion is based. As noted in the previously referenced standards, evidence provided by original documents is more reliable than evidence provided
by photocopies or facsimiles, or documents that have been filmed, digitized, or
otherwise converted into electronic form. Most plan audits rely upon electronic
audit evidence to support procedures performed and conclusions reached. For
example, payroll and demographic information is often determined as relevant
audit evidence in performing the audit of a plan, and available only in electronic or replica form. In testing the payroll and demographic information of
an employee benefit plan, plan sponsors are often only able to provide auditors with screen shots or an electronic output (for example, a report). If paper
personnel files or original documents are not available to support payroll and
demographic information, an auditor will need to determine whether the provided information is reliable. The reliability of evidence depends on the nature
and source of the evidence and the circumstances under which it is obtained.
Such reliability of electronic audit evidence depends on the controls over the
conversion from the original document or source to its electronic format and
maintenance of such electronic information.
.77 Before relying upon electronic information provided by an IT application (such as a screen shot) as audit evidence, it is important for an auditor
to understand how the original information was entered or converted into the
IT application. An auditor may need to test the input or conversion into the
IT application in order to rely upon the output (the screen shot). The input
process may be manual, electronic, or both and an auditor may need to understand and test more than one data flow in order to determine reliability of the
IT application output.
.78 When placing reliance on electronic audit evidence for tests of controls
and substantive procedures, auditors may establish a basis of reliance by

r
r
r
ARA-EBP .76

determining the nature and source of the electronic audit evidence
and the circumstances under which it is obtained (which manual
process or IT application inputs the information and which IT
application produces the information);
performing tests of the electronic audit evidence (for example, reperform the circumstances under which it is obtained and entered
into the IT application) to determine the completeness of the data
flow from the original document or source to its electronic form;
and
testing the clerical accuracy of the electronic audit evidence.
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.79 As described in paragraphs 2.45–.48 of the guide, the auditor may
perform tests of controls to establish a basis for reliance to support the accuracy of the audit evidence, including tests of relevant IT general controls.
If the auditor determines that the control environment does not support the
prevention or detection and correction of material misstatements, the auditor
may manually test the clerical accuracy of audit evidence and perform tests
of the electronic data to determine the completeness of the data flows to and
from original source documents through substantive procedures. Examples of
substantive procedures may include testing demographic data, compensation,
or hours from the payroll register to appropriate supporting evidence and reconciling compensation from the payroll register to the plan sponsor's general
ledger.
.80 In accordance with paragraph .10 of AU-C section 500, if the auditor
has doubts about the reliability of information to be used as audit evidence, the
auditor should determine what modifications or additions to audit procedures
are necessary to resolve the matter and should consider the effect of the matter,
if any, on other aspects of the audit.
.81 AU-C section 705, Modifications to the Opinion in the Independent
Auditor's Report (AICPA, Professional Standards), addresses circumstances
when the auditor needs to modify the auditor's opinion, including when they
are unable to obtain sufficient appropriate audit evidence to conclude that the
financial statements as a whole are free from material misstatement and a
modification to the auditor's opinion is required.

Help Desk: Accordingly, when sufficient appropriate audit evidence is
available only in electronic form, the auditor may need to understand
and test controls particularly when it may not be possible to design or
perform effective substantive procedures.

Testing Journal Entries to Address Risk of Management
Override of Controls
.82 AU-C section 240, Consideration of Fraud in a Financial Statement Audit (AICPA, Professional Standards), describes procedures the auditor
should design and perform to test for the risk of management override of controls. AU-C section 240 specifies that testing should be performed on journal
entries recorded in the general ledger and other adjustments made in the
preparation of the financial statements, including entries posted directly to the
financial statement drafts.
.83 A common misconception is that employee benefit plans do not have
journal entries. Accordingly, auditors may not be considering journal entry
testing in designing and performing audit procedures to address the risk of
management override of controls.
.84 Ordinarily, the general ledger for an employee benefit plan will be
the annual report (such as trust statements) provided by the trustee or custodian and the annual recordkeeping report that consolidates the individual
participant accounts. The trustee or custodian and recordkeeper (hereinafter
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referred to as service organizations) may process system-generated entries,
manual journal entries, journal entries related to routine transactions or journal entries related to non-recurring accounting entries. They may also process
journal entries or adjustments that are initiated by management. These journal entries are recorded by the service organizations within the annual reports
they prepare before they provide them to management. Management may also
record journal entries as adjustments to the reports provided by the service
organizations during the financial statement close process.
.85 Paragraph .31 of AU-C section 240 states that although the level of
risk of management override of controls will vary from entity to entity, the risk
is, nevertheless, present in all entities. Due to the unpredictable way in which
such overrides could occur, it is a risk of material misstatement due to fraud
and, thus, a significant risk.
.86 Paragraph .32 of AU-C section 240 states that even if specific risks of
material misstatement due to fraud are not identified by the auditor, a possibility exists that management override of controls could occur. Accordingly, the
auditor should address the risk of management override of controls apart from
any conclusions regarding the existence of more specifically identifiable risks
by designing and performing audit procedures to test the appropriateness of
journal entries recorded in the general ledger and other adjustments made in
the preparation of the financial statements, including entries posted directly to
financial statement drafts. In designing and performing audit procedures for
such tests, the auditor should

r
r
r
r
r

obtain an understanding of the plan's financial reporting process
and controls over journal entries and other adjustments, and the
suitability of design and implementation of such controls;
make inquiries of individuals involved in the financial reporting
process about inappropriate or unusual activity relating to the
processing of journal entries and other adjustments;
consider fraud risk indicators, the nature and complexity of accounts, and entries processed outside the normal course of business;
select journal entries and other adjustments made at the end of a
reporting period; and
consider the need to test journal entries and other adjustments
throughout the period.

.87 Often, the majority of journal entries that make up a plan's financial records are systematic and routine in nature (for example, contributions,
investment income, distributions). Management may make manual adjusting
journal entries or non-standard entries to account for accruals or adjustments,
such as adjustments to the fair value of investments (client-directed pricing).
Additionally, management may identify errors or necessary corrective actions
and instruct the service organizations to record adjusting journal entries prior
to closing the annual reports.
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Help Desk: Keep in mind when obtaining an understanding of adjustments to the fair value of investments or client-directed pricing entries, although the auditor is not required to audit certain investment
information when performing a limited scope audit, if the auditor becomes aware that the certified information is incomplete, inaccurate,
or otherwise unsatisfactory, further inquiry may be necessary, which
might result in additional testing or modification to the auditor's report. In certain instances, a limited scope audit may no longer be
appropriate.
.88 In planning an employee benefit plan audit, an auditor should make
inquiries of individuals involved in the financial reporting process about inappropriate or unusual activity relating to the processing of journal entries
and other adjustments. These inquiries may be made with individuals at the
entity (who work directly with the service organization) as well as individuals at the service organization to understand the normal accounting processes
by which transactions are initiated, authorized, recorded, processed, and reported. It is also important to understand the control environment surrounding
journal entries, including manual non-standard journal entries used to record
non-recurring transactions, unusual transactions, accruals, or adjustments.

Help Desk: Terminology among service organizations may differ and
it may be helpful for the auditor to meet with management and the
service organizations to review the meaning of terms (for example,
journal entry, service request, correction, or adjustment).
An auditor may also want to meet with management and the service organizations to understand the "normal accounting process" and
those transactions (journal entries) considered to be routine in the
day-to-day operations and the type of transactions or entries that
would be outside of normal processing and considered to be unusual,
non-standard or non-routine.

.89 Such inquiries may include obtaining an understanding of the following:

r

The plan's routine processes, financial records and related reporting process, including the service organization's reporting process

Help Desk: The service organizations may publish guides to help
the auditor understand the reporting of standard and non-standard
journal entries (non-recurring transactions, service requests, unusual
transactions, corrections, accruals, or adjustments).

r
r

Transactions or entries and events classified as standard and nonstandard
The accounting basis under which the service organizations' reports are prepared (for example, accrual or modified cash basis)
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Whether management can direct the service organizations to
record non-standard journal entries outside of the normal accounting process (routine plan operations) and the process management
follows to request or direct the service organizations and how are
these requests are authorized
Non-standard entries and transactions in the financial records
(annual reports) that fall outside the normal processing or normal
course of business
Accounts or transactions reported in the financial records labeled
as "other," "miscellaneous," or "adjustment"

Help Desk: Although the net balances may not be significant to the financial statements, individual transactions could be significant when
considering the extent of testing of journal entries.

r
r

r
r
r
r

Transfers of funds to or from participant accounts, as applicable,
outside the plan's normal accounting process
Classes of transactions or account balances where the supporting
detail (list of journal entries or posted transactions) does not reconcile to the summary transaction or account balance per annual
reports (financial records) (for example, the supporting distribution report does not reconcile to benefit payment balance per the
financial records)
Journal entries or transactions recorded in the plan's clearing or
suspense account
Management's review and monitoring controls over information
provided to the service organizations
The service organization's review and monitoring controls over
information provided by management
Controls at the service organizations surrounding journal entries,
including non-standard journal entries used to record nonrecurring, unusual transactions, or adjustments (obtain and read a type
1 or type 2 SOC 1 report if available)

.90 The auditor's nature and extent of testing journal entries will depend
on their understanding of the process by which each type of journal entry is
initiated, authorized and recorded, and the controls in place over journal entry
processing. As stated in paragraph .06 of AU-C section 330, the auditor should
design and perform further audit procedures whose nature, timing, and extent
are based on, and are responsive to, the assessed risks of material misstatement
at the relevant assertion level. It is important for the auditor to determine
whether the current audit procedures as designed are responsive to identified
risks of material misstatement, including fraud and the risk of management
override of controls, or whether additional procedures are required.

SOC 1 Reports
.91 AU-C section 402, Audit Considerations Relating to an Entity Using
a Service Organization (AICPA, Professional Standards), addresses the user
auditor's responsibility for obtaining sufficient appropriate audit evidence in
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an audit of the financial statements of a user entity that uses one or more
service organizations. Statement on Standards for Attestation Engagements
No. 16, Reporting on Controls at a Service Organization (AICPA, Professional
Standards, AT sec. 801), addresses examination engagements undertaken by
service auditors to report on controls at organizations that provide services
to user entities (for example, bank trust departments, trust companies, plan
recordkeepers, and payroll processing service organizations). When those controls are likely to be relevant to user entities' internal control over financial
reporting, the report issued is referred to as a SOC 1 report. Services provided
by a service organization are relevant to the audit of a user entity's financial
statements when those services and the controls over them affect the user
entity's information system, including related business processes relevant to
financial reporting.

Help Desk: See the AICPA practice aid Using a SOC 1SM Report
in Audits of Employee Benefit Plans for guidance for user auditors
engaged to audit the financial statements of employee benefit plans
that use service organizations.
.92 Typically, the plan sponsor does not maintain independent accounting
records when a service organization has been used. Therefore, for almost all
employee benefit plan audits, limited scope or full scope, SOC 1 reports are
critical to assist the user auditor in obtaining an understanding of the nature
and significance of services provided by the service organization and their effect
on the plan's internal controls relevant to the audit, sufficient to identify and
assess the risks of material misstatement of the plan's financial statements.
.93 Failure to properly evaluate the SOC 1 report could result in the
auditor not being able to place reliance on the SOC 1 report to support the
audit. (See the "AICPA Peer Review Developments—Recurring Deficiencies
Found in Employee Benefit Plan Audits" section of this alert.)

Help Desk: Because the trustee, custodian, or other service organization reports are often used as the basis for the plan's general
ledger in both full scope and limited scope audits, it is important
for the auditor to determine whether those reports are complete and
accurate. A type 2 SOC 1 report from the service organization may
provide audit evidence that controls at the service organization are
operating effectively and provide a basis for reliance on the service
organization reports. For a limited scope engagement permitted by
29 CFR 2520.103-8 of the DOL Rules and Regulations for Reporting
and Disclosure under ERISA, where the auditor has no responsibility
to obtain an understanding of the controls maintained by the certifying institution over assets held and investment transactions executed
by the institution, there is often other information generated by the
service organization that the auditor may use which is unrelated to
investment transactions (for example, the general ledger, recordkeeping reports, participant data reports, contribution reports, payroll, or
distribution reports), for which the type 2 SOC 1 report may provide
evidence of the reliability, completeness, and accuracy.
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Subservice Organizations
.94 Not all services provided by a service organization are relevant to
the plan's internal control over financial reporting. As part of planning, it is
important for an auditor to determine which services provided by the service
organization are relevant to the plan. Often, auditors do not obtain separate
SOC 1 reports for the relevant "carved-out" subservice organizations especially
relating to IT activities and other hosting services. In accordance with AT
section 801, Reporting on Controls at a Service Organization (AICPA, Professional Standards), the service auditor has the responsibility to identify any
services performed by a subservice organization used by the service entity and
indicate the level of responsibility taken related to controls at the subservice
organization. Under the commonly used "carve-out method" (as defined in AT
section 801), the controls of subservice organizations can be excluded (carved
out) from the service organization's SOC 1 report. AT section 801 requires the
service auditor to describe the subservice organizations that are "carved out."
Typically the SOC 1 report will include the name of the subservice organization
and describe the services provided. If the services provided by a subservice organization are excluded from the SOC 1 report and those services are relevant
to the audit of the plan's financial statements, the user auditor is required to
apply the requirements of AU-C section 402 to the services provided by the
subservice organization. It may be necessary to obtain and evaluate more than
one SOC 1 report from a single service organization, as well as from relevant
subservice organization(s). For example, trust department services and recordkeeping services may be in separate reports. In addition, relevant IT activities
may be covered in a separate report. It is important for auditors to understand
what services are carved out and evaluate the relevance of those services to the
audit.

Help Desk: If the user auditor obtains a type 2 SOC 1 report and
intends to use the report to reduce the level of audit procedures performed, it is important for the user auditor to identify the key controls
covered by the type 2 SOC 1 report. Some controls may not have been
tested in areas relevant to the user auditor, or controls may have
been tested in areas relevant to the user auditor yet with exceptions
to the testing that could restrict a user auditor's ability to rely on
the controls. In addition, some controls may be performed by subservice organizations. It is important for the user auditor to be aware
of significant areas that may be carved out and determine whether
additional subservice organization type 2 SOC 1 reports are available
and whether the additional reports address controls over the areas
relevant to the user auditor's understanding or whether to develop
alternative procedures to support the required understanding about
the design and implementation of controls.

Restrictions on Use of SOC Reports
.95 Often, employee benefit plan auditors are informed by the service organization that they are restricted from having access to or placing reliance
on the SOC 1 report. Paragraph .79 of AT section 101, Attest Engagements
(AICPA, Professional Standards), requires that the use of a practitioner's report be restricted to specified parties when the criteria used to evaluate or
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measure the subject matter are available only to specified parties or appropriate only for a limited number of parties who either participated in their
establishment or can be presumed to have an adequate understanding of the
criteria. The criteria used for engagements to report on controls at a service
organization are relevant only for the purpose of providing information about
the service organization's system, including controls, to those who have an understanding of how the system is used for financial reporting by user entities
and, accordingly, the service auditor's report states that the report and the
description of tests of controls are intended only for use by management of the
service organization, user entities of the service organization, and their user
auditors (emphasis added).
.96 Paragraph .79 of AT section 101 indicates that the need for restriction
on the use of a report may result from a number of circumstances, including
the potential for the report to be misunderstood when taken out of the context
in which it was intended to be used, and the extent to which the procedures
performed are known or understood.
.97 Although a service auditor is not responsible for controlling a service
organization's distribution of a service auditor's report, a service auditor may
inform the service organization of the following:

r
r

A service auditor's type 1 SOC 1 report is not intended for distribution to parties other than the service organization, user entities
of the service organization's system as of the end of the period
covered by the service auditor's report, and their user auditors.
A service auditor's type 2 SOC 1 report is not intended for distribution to parties other than the service organization, user entities of
the service organization's system during some or all of the period
covered by the service auditor's report, and their user auditors.

.98 A user entity is also considered a user entity of the service organization's subservice organizations if controls at the subservice organizations are
relevant to internal control over financial reporting of the user entity. In such
cases, the user entity is referred to as an indirect or downstream user entity
of the subservice organization. Consequently, an indirect or downstream user
entity may be included in the user group (for example, may be included in the
group to whom use of the service auditor's report is restricted) if controls at the
service organization are relevant to internal control over financial reporting
of such an indirect or downstream user entity. For example, if an employee
benefit plan uses a service organization that in turn uses a subservice organization, and the services at the subservice organization are relevant to internal
control over financial reporting for the employee benefit plan, the employee
benefit plan becomes an indirect or downstream user entity of the subservice
organization. Therefore, the subservice organization was contemplated as a
user entity when the subservice organization's SOC 1 report was restricted to
user entities of the service organization and their auditors.
.99 When employee benefit plan auditors are informed by the service organization that they are not allowed access to the SOC 1 report, it is important
for the auditor to work with plan management and the service organization
to determine the reasons behind the restrictions and provide information regarding why they believe they should have access. If access is still not granted,
then alternative procedures to gain an understanding of the internal control
relevant to the user organization's internal control over financial reporting,
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and testing those controls as applicable, would typically be performed. If the
auditor is unable to obtain the SOC 1 report or perform alternative procedures,
the auditor may need to modify their opinion due to a limitation on the scope
of the audit in accordance with AU-C sections 700, Forming an Opinion and
Reporting on Financial Statements (AICPA, Professional Standards), and 705.

Use of Forfeitures
.100 With increased scrutiny by regulators of expenses paid by employee
benefit plans, how plans use forfeitures may be an area were auditors focus
some attention during their risk assessment process. For example, forfeitures
may be incorrectly used to pay plan expenses. (See paragraph 5.172 of the
guide.) Auditors can gain an understanding of the plan document's definition
and allowed uses of forfeitures during their risk assessment process, and consider the need to apply additional audit procedures.
.101 A forfeiture is the part of an employee's account balance (employer
contributions) that is not paid out of the plan when the employee terminates
employment. Forfeitures occur when employees separate from service before
completing the amount of vesting service required to 100 percent vest under
the plan. Sometimes, forfeitures are also generated in other ways, such as by
correction activity (for example, forfeiture of erroneous employee or employer
contributions) or missing participant's accounts that are forfeited.
.102 The plan document generally specifies how forfeitures can be used.
Forfeitures are commonly used in one or more of the following four ways:

r
r
r
r

As an offset to reduce future employer contributions
Payment of reasonable and proper plan administrative expenses
Allocated to participants as an additional contribution
Restoration of previously forfeited participant accounts

Help Desk: The IRS published a document that may be helpful
to auditors called the 401(k) Plan Fix-It Guide (see www.irs.gov/
Retirement-Plans/401(k)-Plan-Fix-It-Guide). Example number six in
this document describes that the use of the plan's forfeitures account to
make qualified non-elective contributions to correct missed employee
contributions appears to be improper.
.103 Determining how to manage forfeitures requires plan sponsors to
exercise discretion. IRS Rule 80-155 and 2002-42 provide that most defined
contribution plans will not satisfy plan qualification requirements unless all
funds are properly allocated to participants' accounts under the plan in accordance with the plan document. (Note: certain exceptions are allowed, such as
the use of a suspense account in accordance with the requirements of Section
415 of the Internal Revenue Code [IRC]). If the forfeitures are not properly or
timely allocated as required under the plan document, this may be considered
an operational defect for the plan.
.104 In the Department of the Treasury's Retirement News for Employers—
Volume 7 Spring 2010 edition (see www.irs.gov/pub/irs-tege/rne spr10.pdf), the
IRS describes a plan error where plans have inappropriately allowed forfeitures
to accumulate for several years. The IRS does not authorize forfeiture suspense
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accounts to hold unallocated monies beyond the plan year in which they arise.
This would preclude a plan from carrying over plan forfeitures to subsequent
plan years, as doing so would violate the rule requiring all monies in a defined
contribution plan to be allocated annually to plan participants.
.105 IRS Rule 84-156 states that forfeitures may be used to pay for a
plan's non-settlor8 administrative expenses or to reduce employer contributions. Treasury Regulation §1.401-7(a) notes that forfeitures must be used, as
soon as possible, to reduce employer contributions. The plan document's terms
should have provisions detailing how and when a plan will exhaust plan forfeitures. A plan's failure to use forfeitures in a timely manner denies plan
participants additional benefits or reduced plan expenses when, in fact, forfeitures are to be exhausted during the period specified under the plan document.
If a plan document is silent or ambiguous as to when forfeitures must be used,
the plan sponsor should determine how and when forfeitures will be utilized
and amend the plan document to be clear.
.106 In situations where the plan document allows for forfeitures to be
offset against future employer contributions and the plan sponsor does so with
the next employer contribution, the forfeiture balance at year-end is typically
offset against the year-end employer contribution receivable balance. Paragraph 5.59 of the guide states that Financial Reporting Executive Committee
(FinREC) recommends that forfeitures not be shown separately on the face of
the financial statements but rather be combined in the appropriate investment
classification. GAAP requires that the amount and disposition of forfeited nonvested accounts be disclosed (specifically, identification of those amounts that
are used to reduce future employer contributions, expenses, or reallocated to
participant's accounts, in accordance with plan documents). Along with these
disclosures, FinREC recommends disclosure of the amount of forfeitures available as of the end of the year and the amount of forfeitures used or allocated
during the year.
.107 Forfeitures may also arise from missing participants (see the "Lost
Participants" section of this alert). If missing participant's funds are forfeited
under plans—that are normally fully and immediately vested plans—the plan
documents may not have existing language that defines how forfeitures are to
be used.
.108 Similarly, when plans partially or completely terminate, part or all
of the benefits must become 100 percent vested. If a plan terminates with
amounts in the plan's forfeiture account and forfeitures are typically used to
reduce future employer contributions, with no future employer contributions
expected due to the termination, the plan sponsor will need to decide how to use
these forfeitures, including adoption of a plan amendment where appropriate.
.109 Auditors may want to inquire of plan management and review applicable plan amendments for the use of the forfeitures under these circumstances.

8
Settlor expenses represent expenses that must be paid for by the employer because they are
associated with the employer's responsibilities as the "settlor" of the trust. These expenses are not
mandated by regulation or law, but generally benefit the employer versus the plan and its participants.
For example, expenses related to the establishment, plan design, or the decision to terminate a plan
are generally considered to be settlor expenses.
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Lost Participants
.110 The topic of lost participants has been increasingly popular over the
past few years and one that warrants attention. Some of the reasons for the
topic's popularity are as follows:

r
r
r

Trends toward employees holding multiple jobs during their careers and leaving their retirement accounts with their previous
employer(s) when they change jobs
Increases in plans providing for automatic enrollment
Plans automatically distributing amounts less than $1,000 without the participant requesting the distribution as provided under
IRC Section 411(a)(11)

By definition, for this purpose, a lost participant is a participant who either:
a. The plan sponsor cannot locate in an active or terminated plan, who
is eligible to receive benefits or distributions but has not requested
a benefit payment (unclaimed benefits); or
b. The plan sponsor cannot locate and to whom a benefit payment
was sent (or to whom an automatic distribution of a terminating
participant's account balance of less than $1,000 was made) and
the check is not cashed (uncashed checks). Uncashed checks may be
material and go undetected until there is a significant plan change,
such as a change in service organization or plan termination.
.111 Although the DOL has issued guidance outlining fiduciary duties
under ERISA related to lost participants, and has provided a safe harbor for
sponsors to make rollover distributions into IRAs for lost participant balances
of $5,000 or less, there is no definitive guidance on when a distributed benefit
ceases to be a plan asset or how plans should account for plan benefits and
related assets for lost participants (or known participants who simply do not
cash their benefit checks). As a result, there continue to be questions and
inconsistencies in the plan sponsor community about

r
r
r

how unclaimed benefits and uncashed checks should be accounted
for in the plan's accounting records, financial statements and
Form 5500,
whether the uncashed checks constitute plan assets (after a certain amount of time has elapsed according to the plan's policies
or laws and regulations [see the "Consideration of Laws and Regulations" section of this alert]), and
to what extent fiduciary duties apply under the law. ERISA and
the DOL regulations do not specifically address uncashed checks
for an ongoing plan.

.112 Many service agreements with third party record keepers and custodians have been amended to outline how uncashed benefit checks will be
accounted for. Plan auditors may benefit from reviewing any such agreements
in order to understand the reporting for such amounts. Many agreements have
been enhanced to highlight that any amounts related to checks remaining uncashed for a certain specified period will be "re-instated" into a plan's forfeiture
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account. In the absence of a process to track uncashed checks, a plan sponsor
may not be aware of their existence. In most cases, when a benefit check is cut,
the assets are removed from the plan and no longer reported to the plan sponsor. Therefore, it is important for the plan auditors to obtain an understanding
of the re-instatement process.
.113 It is important for plan sponsors to have controls in place to identify
and monitor uncashed checks so that they are handled in accordance with the
plan document and established administrative procedures. These controls typically include periodically obtaining an uncashed check detail report from the
financial institution and monitoring compliance with established administrative procedures to locate missing participants.
.114 In the context of a terminated plan, the DOL has issued a regulatory
safe harbor for distributions in 29 CFR 2550 404a-3. To qualify for safe harbor
protection, a fiduciary must provide notice, including a distribution election,
to participants. If a notice is returned as undeliverable, a fiduciary must then
take steps, consistent with its duty under ERISA Section 404(a)(1), to locate the
participant to whom the notice was addressed before making a distribution. If
a fiduciary is unsuccessful in locating the participant so that the notice can be
furnished, such participant is deemed to have been furnished the notice and to
have failed to make an election. A fiduciary may then proceed to make a distribution to an IRA, in the name of the participant, meeting the conditions of the
safe harbor, thereby eliminating the responsibility and costs associated with
maintaining the participant's funds. In circumstances when a fiduciary could
not or chose not to distribute to an IRA, the DOL has also provided guidance in
Field Assistance Bulletin 2004-02, Fiduciary Duties and Missing Participants
in Terminated Defined Contribution Plans, on distributions from terminated
defined contribution retirement plans to bank accounts and escheatment to
state unclaimed property funds; such distributions are not covered by the regulatory safe harbor. These methods of distribution are designed to permit a
plan fiduciary to wind up the plan's affairs and to avoid the issue of uncashed
checks.
.115 AU-C section 250 addresses the auditor's responsibility to consider
laws and regulations in an audit of financial statements. As stated in paragraph .05 of AU-C section 250, the auditor is responsible for obtaining reasonable assurance that the financial statements as a whole are free from material
misstatements, whether caused by fraud or error. For the plan auditor, understanding the law, the plan's provisions, and the plan's established administrative procedures for uncashed checks will assist in determining whether the
plan appropriately reported the uncashed checks in the financial statements.
.116 Although it may seem that a more pressing issue is uncashed benefit
checks, issues related to unclaimed benefits should not be ignored. The existence of lost participants can originate well before a benefit is due, and impairs
effective plan administration when a plan sponsor is unable to provide lost participants with required annual investment related information or information
that assists plan participants in directing their investments when there is a
change in service organization. In addition, sponsors of plans that hold insurance contracts, such as 403(b) plans, may be unable to terminate a contract
without a participant's election. In a terminating or terminated plan, the plan
sponsor cannot make a distribution or, where required, obtain authorization
for a distribution, if they are unable to locate a participant.
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Help Desk: For more in depth discussion on this topic please refer
to the AICPA Employee Benefit Plan Audit Quality Center Executive
Committee Testimony before the ERISA Advisory Council on August
28, 2013 and the ERISA Advisory Council Issue Statement on Locating
Missing and Lost Participants. See ERISA Advisory Council website
at www.dol.gov/ebsa/aboutebsa/erisa advisory council.html.

Consideration of Laws and Regulations
.117 AU-C section 250 addresses the auditor's responsibility to consider
laws and regulations in an audit of financial statements. It is the responsibility
of management, with the oversight of those charged with governance, to ensure
that the plan's operations are conducted in accordance with the provisions of
laws and regulations, including compliance with the provisions of laws and
regulations that determine the reported amounts and disclosures in the plan's
financial statements.
.118 In conducting an audit of financial statements, the auditor takes
into account the applicable legal and regulatory framework. Noncompliance is
defined in AU-C section 250 as acts of omission or commission by the entity,
either intentional or unintentional, which are contrary to the prevailing laws
or regulations. Such acts include transactions entered into by, or in the name of
the entity, or on its behalf by those charged with governance, management, or
employees. For employee benefit plans, noncompliance would include party
in interest transactions that may be prohibited by ERISA. Because of the
inherent limitations of an audit, an unavoidable risk exists that some material
misstatements in the financial statements might not be detected, even though
the audit is properly planned and performed in accordance with GAAS.
.119 Paragraph .10 of AU-C section 250 states the objectives of the auditor
are to

r
r
r

obtain sufficient appropriate audit evidence regarding material
amounts and disclosures in financial statements that are determined by the provisions of those laws and regulations generally
recognized to have a direct effect (emphasis added) on their determination,
perform specified audit procedures that may identify instances of
noncompliance with other laws and regulations that may have a
material effect (emphasis added) on the financial statements, and
respond appropriately to noncompliance or suspected noncompliance with laws and regulations identified during the audit.

.120 As part of obtaining an understanding of the entity and its environment as required by AU-C section 315, the auditor should obtain a general
understanding of the following:

r
r

The legal and regulatory framework applicable to the entity and
the industry or sector in which the entity operates
How the entity is complying with that framework

.121 Employee benefit plans that are subject to ERISA need to comply
with the rules and regulations of the DOL and the IRS. Because both the DOL
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and the IRS can levy fines, taxes, and penalties for noncompliance, they are
considered to have a direct financial effect on qualified plans that are subject
to ERISA. It is important for the plan auditor to consider the plan's compliance
with these rules and regulations governed by the DOL and the IRS in accordance with AU-C section 250. In addition to obtaining sufficient appropriate
audit evidence for material amounts and disclosures in the financial statements
that are determined by the provisions of those laws and regulations generally
recognized to have a direct effect on their determination, the auditor should
perform the following audit procedures that may identify instances of noncompliance with other laws and regulations that may have a material effect on the
financial statements (see paragraphs .13–.14 of AU-C section 250):

r
r

Inquiring of management and, when appropriate, those charged
with governance about whether the entity is in compliance with
such laws and regulations
Inspecting correspondence, if any, with the relevant licensing or
regulatory authorities

.122 During the audit, the auditor should remain alert to the possibility
that other audit procedures applied may bring instances of noncompliance or
suspected noncompliance with laws and regulations to the auditor's attention.
.123 In the absence of identified or suspected noncompliance, the auditor
is not required to perform audit procedures regarding the entity's compliance
with laws and regulations, other than those set out in paragraphs .12–.15 of
AU-C section 250, and the requirement in AU-C section 580, Written Representations (AICPA, Professional Standards), related to requesting written representations from management regarding the entity's compliance with laws and
regulations.
.124 Examples of possible plan errors that could materially misstate the
financial statements and could create situations of noncompliance with laws
and regulations include

r
r

employer or employee contributions that are not deposited or accrued; and
distributions, including loans, hardship or in-service distributions
not determined in accordance with IRS provisions.

.125 It is important for auditors to consider potential plan errors and materiality during their risk assessment. If the auditor becomes aware of information concerning an instance of noncompliance or suspected noncompliance
with laws and regulations, the auditor should obtain

r
r

an understanding of the nature of the act and the circumstances
in which it has occurred, and
further information to evaluate the possible effect on the financial
statements.

Help Desk: See paragraph 2.108–.115 of the guide and AU-C section
250 for further guidance when considering laws and regulations.
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Commodity Futures Trading Commission Regulation
of Private Funds
.126 On February 9, 2012, the Commodity Futures Trading Commission
(CFTC) issued final rules rescinding and revising certain key exemptions to its
registration requirements that were previously relied on by advisers and sponsors of private funds (for example, hedge funds and other alternative investment funds). Under the Final Rules, a private fund may now need to register as
a commodity pool operator (CPO) with the CFTC. Under the new requirements,
audited financial statements for the funds are required to be filed within 90
days with the CFTC. As a result, audited financial statements for certain private funds may be available to plan sponsors and auditors by March 31 that
were previously unaudited or were released later in the year.
.127 Plan sponsors and auditors can get additional information about
underlying investments in private funds using the following:

r
r
r

Form PF, from the SEC
Form CPO-PQR, from the CFTC
Various quarterly investor reports

SEC Issues Risk Alert on Investment Advisers’
Due Diligence Practices
.128 Although the SEC regulates audits of public entities, its findings
have broad applicability to audits of all entities performed under GAAS. The
SEC's Office of Compliance Inspections and Examinations (OCIE) published
a National Exam Program Risk Alert, Investment Adviser Due Diligence Processes for Selecting Alternative Investments and Their Respective Managers
(SEC alert). Plan sponsors that invest plan assets in alternative investments
(for example, hedge funds, private equity funds, or funds of funds) may want to
familiarize themselves with this SEC alert and consider whether any changes
are needed to their due diligence processes and ongoing monitoring procedures
over investment advisers and fund managers.
.129 As stated in the SEC alert, the OCIE staff summarizes observations
on the due diligence practices of certain investment advisers who manage or
recommend alternative investments to their clients. Investment advisers are
fiduciaries and thus must act in their clients' best interests. An adviser who
exercises discretion to purchase alternative investments on behalf of its clients,
or that relies on a manager to perform due diligence of alternative investments,
must determine whether such investments (i) meet the clients' investment
objectives; and (ii) are consistent with the investment principles and strategies
that were disclosed by the manager to the adviser. The due diligence process
can be more challenging for alternative investments due to the characteristics
of private offerings, including the complexity of certain alternative investment
strategies.
.130 The SEC alert is intended to help support the compliance programs
of registrants. The staff of the OCIE wanted to emphasize the investment
advisers' fiduciary duty to verify that client's current investments, in addition
to future recommendations, are consistent with the client objectives.
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Help Desk: For more information, see the SEC alert at www.sec.gov/
about/offices/ocie/adviser-due-diligence-alternative-investments.pdf.

Clarity Project—The Auditor’s Consideration of the Internal Audit
Function in an Audit of Financial Statements
.131 In February 2014, the Auditing Standards Board (ASB) finalized
the redrafting of the last pre-clarity AU section in Professional Standards
and issued Statement on Auditing Standards (SAS) No. 128, Using the Work
of Internal Auditors (AICPA, Professional Standards, AU-C sec. 610), thus
completing the Clarity Project relating to the SASs. SAS No. 128 supersedes
SAS No. 65, The Auditor's Consideration of the Internal Audit Function in
an Audit of Financial Statements (AICPA, Professional Standards, AU-C sec.
610A).
.132 SAS No. 128 addresses the external auditor's responsibilities when
using the work of internal auditors. Using the work of internal auditors includes (a) using the work of the internal audit function in obtaining audit
evidence and (b) using internal auditors to provide direct assistance under the
direction, supervision, and review of the external auditor. SAS No. 128 does
not apply if the entity does not have an internal audit function. SAS No. 128
also amends other AU-C sections, most significantly AU-C section 315.
.133 This new SAS is effective for audits of financial statements for periods
ending on or after December 15, 2014.

Help Desk: For additional information on SAS No. 128 read an executive summary at www.aicpa.org/Research/Standards/AuditAttest/
DownloadableDocuments/SAS 128 Summary.pdf.

AU-C Identifier
.134 As part of the clarity project the AU-C identifier was established to
avoid confusion with references to existing AU sections. The AU-C identifier
had been scheduled to revert back to the AU identifier at the end of 2013, by
which time the previous AU sections would be superseded for all engagements.
However, in response to user requests, the AU-C identifier will be retained indefinitely. The superseded AU sections were removed from Professional Standards at the end of 2013, as scheduled.

Help Desk: For additional information regarding the Clarity Project,
see the "On The Horizon" section of this alert.

PCAOB
.135 In certain circumstances, employee benefit plans and related entities are subject to the requirements of the Securities Act of 1933. These
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requirements mandate registration, typically utilizing Form S-8 for plan sponsor securities, and subject the plan to the requirements of annual reporting
on Form 11-K under the 1934 Act. Audits of plans that file a Form 11-K with
the SEC need to be conducted in accordance with two sets of standards and
prepare two separate audit reports: an audit report prepared in accordance
with PCAOB standards for Form 11-K filings with the SEC and a separate
audit report prepared in accordance with GAAS for DOL filings. The following
sections summarize some of the PCAOB Auditing Standards that have been
released or have become effective since the last alert.

PCAOB Auditing Standard No. 16
.136 On August 15, 2012, the PCAOB issued Auditing Standard No. 16,
Communications with Audit Committees (AICPA, PCAOB Standards and Related Rules, Auditing Standards). The SEC approved this standard on December 17, 2012. In a news release on December 20, 2012, PCAOB stated that this
new standard establishes requirements that enhance the relevance and timeliness of the communications between the auditor and the audit committee, and
is intended to foster constructive dialogue between the two on significant audit
and financial statement matters.
Paragraph 26 of Auditing Standard No. 16 states the following:
All audit committee communications required by this standard should
be made in a timely manner and prior to the issuance of the auditor's
report. The appropriate timing of a particular communication to the
audit committee depends on factors such as the significance of the
matters to be communicated and corrective or follow-up action needed,
unless other timing requirements are specified by PCAOB rules or
standards or the securities laws.
.137 Although PCAOB Auditing Standard No. 16 is similar to AU-C section 260, The Auditor's Communication With Those Charged With Governance
(AICPA, Professional Standards), there are certain differences. Therefore, an
auditor who performs a Form 11-K audit will need to consider the requirements
of both of these standards.

Help Desk: PCAOB Auditing Standard No. 16 is effective for public
company audits of fiscal periods beginning on or after December
15, 2012. Appendix 5 of PCAOB Release No. 2012-004 contains
a comparison of the objectives and requirements to the requirements of the ASB. To view this comparison, refer to the PCAOB website at http://pcaobus.org/Rules/Rulemaking/Docket030/Release 2012004.pdf.

PCAOB Auditing Standard No. 17
.138 In October 2013, the PCAOB issued Release No. 2013-008, Auditing Standard No. 17, Auditing Supplemental information Accompanying Audited Financial Statements (AICPA, PCAOB Standards and Related Rules,
Select PCAOB Releases), which supersedes AU section 551, Reporting on Information Accompanying the Basic Financial Statements in Auditor-Submitted
Documents (AICPA, PCAOB Standards and Related Rules, Interim Standards). As stated in PCAOB Release No. 2013-008, supplemental information is
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often in the form of schedules accompanying the financial statements. Auditing
Standard No. 17, Auditing Supplemental information Accompanying Audited
Financial Statements (AICPA, PCAOB Standards and Related Rules, Auditing Standards), sets forth the auditor's responsibilities when the auditor of
the financial statements is engaged to perform audit procedures and report on
whether supplemental information accompanying the financial statements is
fairly stated, in all material respects, in relation to the financial statements as
a whole.
.139 Plans that are required to file form 11-K are deemed to be issuers and
must submit to the SEC an audit performed in accordance with the auditing
and related professional practice standards promulgated by the PCAOB. Accordingly, when reporting on ERISA supplemental schedules PCAOB Auditing
Standard No. 17 will apply when filing with the SEC (when filing with the DOL
the report should be in accordance with GAAS). PCAOB Release No. 2013-008
states that supplemental information includes schedules included in annual
reports filed by employee stock purchase, savings, and similar plans on Form
11-K when those entities elect to file plan financial statements and schedules
prepared in accordance with financial reporting requirements of ERISA.

Help Desk: In February 2014, the SEC issued Release No. 34-71525
approving Auditing Standard No. 17, which will be effective for reports
on supplemental information that accompanies financial statements
for fiscal years ending on or after June 1, 2014.
For additional information on Auditing Standard No. 17 see http://
pcaobus.org/Rules/Rulemaking/Docket036/PCAOB Release 2013
008.pdf and www.sec.gov/rules/pcaob/2014/34-71525.pdf.

.140 PCAOB Auditing Standard No. 17 contains audit procedures that are
designed to support the auditor's reporting requirements, including procedures
to test the supplemental information accompanying the financial statements.
In addition, it contains requirements for the auditor to obtain written representations from management, and discusses how to evaluate and report on
the audit results. The auditor's report on supplemental information under AU
section 551 was rooted in the concept that the supplemental information is
fairly presented "in relation to" the financial statements as a whole. PCAOB
Auditing Standard No. 17 retains the existing "in relation to" language in the
auditor's report; however, it also updates the report to describe the auditor's
responsibilities for the supplemental information.
.141 Unless prescribed by regulatory requirements, the auditor may either include the auditor's report on the supplementary information in the auditor's report on the financial statements or issue a separate report on the
supplemental information. The auditor's report on supplemental information
accompanying audited financial statements should include the following:

r
r

Identification of the supplemental information
A statement that the supplemental information is the responsibility of management
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A statement that the supplemental information has been subjected to audit procedures performed in conjunction with the audit
of the financial statements
A statement that the audit procedures performed included determining whether the supplemental information reconciles to
the financial statements or the underlying accounting and other
records, as applicable, and performing procedures to test the completeness and accuracy of the information presented in the supplemental information
A statement that in forming the auditor's opinion, the auditor
evaluated whether supplemental information, including its form
and content complies, in all material respects, with the specified
regulatory requirements or other criteria, if applicable
A statement, if applicable, that the supplemental information is
presented on a basis that differs from the financial statements
and is not prescribed by regulatory requirements. When such a
statement is made, the report should describe the basis for the
supplemental information presentation.
An opinion on whether the supplemental information is fairly
stated, in all material respects, in relation to the financial statements as a whole, or a disclaimer of opinion

In addition, paragraph 9 of PCAOB Auditing Standard No. 17 states that the
auditor should evaluate the effect of any modifications to the audit report on the
financial statements when forming an opinion on supplemental information.
The standard provides the following:

r

r

When the auditor expresses a qualified opinion on the financial
statements and the basis for the qualification also applies to the
supplemental information, the auditor should describe the effects
of the qualification on the supplemental information in the report on supplemental information and should express a qualified
opinion on the supplemental information.
When the auditor expresses an adverse opinion, or disclaims an
opinion on the financial statements, the auditor should express
an adverse opinion, or disclaim an opinion, on the supplemental
information, whichever is appropriate.

Help Desk: For an example of an auditor's report on supplemental information when included in the auditor's report on the financial statements see http://pcaobus.org/Rules/Rulemaking/Docket036/
PCAOB Release 2013 008.pdf.

Defined Benefit Pension Plans
.142 When designing current year audit procedures, it is important for
plan auditors to consider recent trends related to defined benefit pension plans.
These trends include changes in Pension Benefit Guaranty Corporation (PBGC)
premiums, de-risking, and demographic and economic assumption changes.
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These trends can have a significant effect on the amount and timing of contributions, premiums, and the calculation of accumulated plan benefits.

PBGC Premiums
.143 The U.S. Congress has approved and sent to the president a federal
budget agreement that includes an increase in the annual premiums that sponsors of single-employer defined benefit pension plans pay to the PBGC to insure
the plan in the event of an involuntary plan termination. This PBGC insurance
premium increase does not affect multiemployer plans. These increases are in
addition to the increases that were part of the 2012 Moving Ahead for Progress
in the 21st Century Act (MAP-21). Many single-employer plan sponsors are
reviewing the new law for the effect on the pension plans' contribution and
investment policies. Some are (a) taking steps to achieve a 100 percent funding
level by the 2015 plan year to avoid having to pay PBGC variable-rate premiums, and (b) changing their investment policies such that they are designed
to maintain a 100 percent funding ratio once that level is achieved. Some plan
sponsors (for example, those that have been involved in mergers, spin-offs or
acquisition) are also reviewing their participant counts in an effort to avoid
paying flat-rate premiums for employees who are nonparticipants.
.144 In addition, the PBGC issued a final rule moving the flat-rate premium due date for large defined benefit pension plans (those with 500 or more
participants) from February 28, 2014 to October 15, 2014 for calendar-year
plans. Currently, companies sponsoring pension plans covering more than 500
people calculate and pay estimated flat-rate premiums in two installments at
different times of the year, with each payment requiring a separate calculation.
The new rule applies to both single-employer and multiemployer defined benefit pension plans, and sets the flat-rate premium due date as the same date
when variable-rate premiums are due- beginning with the 2014 plan year.
Flat-rate premium due dates for smaller plans were not changed.

De-Risking of Defined Benefit Pension Plans
.145 Recent trends related to defined benefit pension plans include derisking strategies. De-risking strategies include actions by plan sponsors designed to reduce or eliminate a company's pension benefit obligations resulting in a reduction in future volatility of cash contributions; future reduction
in administrative expenses, including PBGC premiums; alternate investment
strategies; and financial statement effects. Some companies have adopted a
de-risking strategy for these reasons:

r
r
r
r
r

Pension plans continue to be expensive to maintain, with actuarial
and administrative costs
Funded status at historic lows
Significant increases in level of contributions
Pension expense continues to rise as actuarial asset losses are
reflected in income
Investors looking for more stability in economic and financial reporting volatility of plans

However, de-risking does not come without some challenges:

r

De-risking has costs that plan sponsors will want to consider:
— Lower settlement rates than rate of return on assets
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r

—

Insurance company conservative assumptions, profit
margins and expense loads

—

Administrative time and expenses

Communications to participants can be complex and time consuming

.146 Pension plan risk management strategies run across a spectrum,
from liability redesign (for example closing plan to new participants), to investment strategies (for example, utilization of dynamic asset allocation strategies),
to liability transfer (for example, lump sums and annuity purchases).
.147 Many plan sponsors continue to look seriously at offering a one-time
lump-sum cash-out opportunity to plan participants (for example, lump sum
payments to terminated vested participants, or lump sum settlements of retired
participants). Sponsors can also transfer liability to a third party, directly to
the participant through a lump-sum offer, or to an insurer, through an annuity
purchase. Liability driven strategies may also include (a) a shift away from
final average pay, or (b) various types of annuity contracts (including buy-in9
and buy-out10 annuity contracts).
.148 Before offering a lump-sum window,11 plan sponsors will want to
consider the condition of the plan's data (for example, any lapses in service
history, or inaccurate social security numbers) and whether there are missing
participants. When planning and performing audits of defined benefit pension
plans, consideration of de-risking strategies and their effect on the appropriate
recording of insurance contracts for GAAP and DOL purposes may be warranted. In addition, a plan's implementation of de-risking strategies may affect
the auditor's design of further audit procedures based upon the following:

r
r

r
r
r
r
r

Plan amendments (for example, to offer lump sum window)
Changes to a plan's actuarial assumptions:
—

Asset mix changes and the associated plan's expected
return on assets (FASB ASC 960 discount rate)

—

Demographic assumption changes due to changes in covered participants

Liquidity requirements post lump sum payouts
Limitations on distributions based on a plan's funded status
Residual liabilities for annuity purchases
Non-discrimination considerations if only offered to a subset of
covered group
Funding level of plan prior to and after lump sum payments

9
Buy-in annuity contract: With a buy-in annuity contract, the plan invests in an annuity contract, which will reimburse the plan for future benefit payments covered by the contract, and the
plan remains responsible for administering and paying the benefits as well as paying Pension Benefit
Guaranty Corporation premiums.
10
Buy-out annuity contract: With a buy-out annuity contract, through the payment of a premium, the risk and responsibility for the payment of benefits, generally to retired participants, is
transferred to an insurance entity through the purchase of individual annuity contracts for the affected participants, thus eliminating the plan and plan sponsor's pension benefit obligation.
11
Lump-sum window is defined as a one-time lump-sum cash-out opportunity that plan sponsors
offer to the plan participants.
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Demographic and Economic Assumptions
.149 Several demographic and economic assumptions are used in actuarial
valuations for defined benefit pension plans to determine the actuarial present
value of accumulated plan benefits in accordance with the guidance in FASB
ASC 715 and 960.

Mortality Assumption
.150 Most plans use the rates from the base RP-2000 table12 (or similar
tables), and project the rates to the valuation dates or beyond. The RP-2000
table was developed based on mortality experience in the 1990s and was constructed to reflect the mortality rates at 2000 when the table was published by
the Society of Actuaries. The Society of Actuaries also developed a projection
scale to be used with the RP-2000 table to reflect improvements in mortality
subsequent to the experience in the base table. This table is Projection Scale
AA. Actuaries use the projection scale to reflect what they think mortality rates
will be in 2010, 2020, and so on in their valuations.
.151 Society of Actuaries studies in recent years have indicated that the
actual improvement in mortality is not adequately reflected in Projection Scale
AA. The Society of Actuaries has been working on a new mortality table, which
is expected to be issued this year and be called the RP-2014 table. Along with
that will be a new projection scale.
.152 Because of the delay in issuing the new mortality table and projection
scale, the Society of Actuaries came up with an interim projection scale called
Projection Scale BB. This was published in 2012 and was intended for use by
plans that believed that Scale AA was not adequate.
.153 Plans using end-of-year benefit information in 2012 may have
adopted Scale BB. For 2013, all plans were permitted to adopt Scale BB. Although more plans with end-of-year benefit information used the updated Scale
BB in 2013, the majority still did not. In considering the assumptions used, auditors will need to understand whether Scale BB had been considered (only for
end-of-year benefit information starting in 2012) and whether the plan chose to
adopt it or not. This holds true for 2013 audits as well. In 2014, for end-of-year
plans, the same considerations would be relevant if there is a newly published
RP-2014 and its accompanying projection scale.

Discount Rates Used by Employers When Reporting Defined Benefit
Plans Under FASB ASC 715, Compensation—Retirement Benefits
.154 After years of declining interest rates and the resulting increases in
pension benefit obligations, the discount yield curves at December 31, 2013,
used by many plan sponsors in determining their pension benefit obligations
under FASB ASC 715, Compensation—Retirement Benefits, show a significant
increase for the year. The actual amount of the increase for the year depends
on the age profile of the plan and the benefit plan structure, but the average
plan could see an increase of 75 to 100 basis points since December 31, 2012.
A mature plan, such as a plan that has been fully curtailed for several years
or a plan primarily composed of retirees could experience greater increases.

12

From the Society of Actuaries' RP-2000 Mortality Tables (www.soa.org)
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Discount rates used by employers when reporting defined benefit plans under
FASB ASC 715 should not be confused with the discount rate used for plan
accounting purposes under FASB ASC 960 (see the following discussion).
.155 One consequence of higher discount rates in 2014 could be an increase
in the number of plan terminations. Some plan sponsors, especially those with
fully curtailed (frozen) plans, have expressed an interest in terminating the
plans to avoid increased administrative and reporting requirements for plan
investments but have deferred taking action until there is a more favorable
discount rate environment. If interest rates continue to rise, there could be an
increase in plan terminations in future years. (For more information on plan
terminations, see the "FASB ASU No. 2013-07—Liquidation Basis of Accounting" section of this alert.)

Interest Rate Used to Discount Future Benefit Payments When Reporting
Defined Benefit Plans Under FASB ASC 960
.156 FASB ASC 960 addresses the following two approaches that can
be used to select the interest rate used to determine the present value of
accumulated plan benefits (APB):
1. Long-term expected rate of return on plan assets (FASB ASC 96020-35-1)—this is the most commonly used approach under FASB
ASC 960. This rate is generally stable from one year to the next,
absent material changes to the asset allocation or expected returns
for asset classes or investment policy. However, many plans have
experienced a modest decrease in this rate over the past several
years.
2. Settlement rate (FASB ASC 960-20-30-1A)—a rate that reflects an
insurance entity's interest basis for determining annuity purchase
rates as of the benefit information date. An interest rate selected
on a settlement rate basis can be expected to change from year to
year to reflect changes in the fixed income rate markets.
.157 Historically, when an approach of looking at the long term expected
return was used, the rate selected had generally been the same as that used
for plan funding purposes. However, the Pension Protection Act of 2006 (PPA)
has changed the funding rate, and therefore the funding rate is no longer
an appropriate rate to use for determining the plan's obligations as it is not
consistent with the requirements of FASB ASC 960. The PPA funding rate
would not be an appropriate benchmark in choosing an expected rate of return
on the plan assets.
.158 In the current market the two acceptable rates provided by FASB
ASC 960 could be significantly different. Generally, the settlement rate will
be much lower than the long term rate of return. If a plan has used one basis
to select its discount rate and then changes to a different basis, a change in
accounting principle may occur. For example, if a plan had used the funding
rate prior to PPA (a long-term return basis) and then changes to a settlement
type rate, it might be considered a change in accounting principle rather than
a change in estimate.
.159 A "settlement type" of rate used for FASB ASC 960 may be similar to
(but not necessarily the same as) the FASB ASC 715 discount rate used for the
financial statements of the plan sponsor. The FASB ASC 715 rate is a settlement rate, similar to the annuity rate allowed under FASB ASC 960; however,
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it should be noted that the most common approach to selecting a settlement
type discount rate pursuant to FASB ASC 715 is by reference to corporate
high-quality (AA or better) investment grade bonds whose payments streams
can be used to approximate the cost of settling expected future cash flows from
the plan. In practice, however, the cost of a contract with an insurance entity
would likely consider more variables than just the yields on high-quality fixed
income securities.
.160 The MAP-21 addresses, among other things, pension plan funding
stabilization. Since MAP-21 was signed into law in July, 2012, some plans
attempt to use segment rates for purposes of plan accounting under FASB
ASC 960. MAP-21 addresses interest rates used for funding and should not be
confused with rates related to actuarial assumptions used by defined benefit
plans in calculating the present value of APB in accordance with FASB ASC 960
or the projected or accumulated benefits obligation under FASB ASC 715. MAP21 aims to stabilize rates used to calculate minimum required contributions
with the use of adjusted segment rates to determine the present value of future
benefits to be paid from an ERISA single-employer defined benefit pension
plan and by constraining such rates to a corridor.13 Generally, the MAP-21
rate would not approximate the rate required under FASB ASC 960.
.161 In summary, the discount rate is a very significant economic assumption used in developing the APB estimate, and using inappropriate rates can
have a material effect on the calculated present value of the APB.

Health Care Reform
The Patient Protection and Affordable Care Act and the Health
Care and Education Reconciliation Act of 2010
.162 The Affordable Care Act (ACA) was signed into law by the president
in March 2010. In June 2012 the Supreme Court rendered a final decision
to uphold the health care law. The three primary goals of the reform are to
expand coverage to those without health insurance, reform the delivery system
of benefits to improve cost and quality, and decrease the costs of providing
health care.
.163 On July 22, 2013, the Obama administration announced that that
it will provide an additional year before the ACA mandatory employer and
insurer reporting requirements begin. In addition, it provided transition relief for employer shared responsibility payments (nondeductible excise taxes)
under section 4989H for 2014. As a result, the employer shared responsibility
payments will not apply until 2015.
.164 On October 1, 2013 open enrollment in the Health Insurance Marketplace began. By January 2014 the bulk of the major provisions were phased
in, with the remaining provisions to be phased in by 2018. In addition to many
new tax rules to help offset the overall cost of the reform, the new law contains
many changes for plan sponsors to consider that may affect plan operations,
13
IRC section 430(h)(2) requires that plan sponsors determine present value using three 24month average interest rates, or segment rates, each of which applies to cash flows during specified
periods. With MAP-21, essentially a floor and ceiling are applied to these segment rates, based on a
trailing 25-year average, thus designed to stabilize the rates used.
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internal control, and financial reporting. Some examples of these changes are
included in the following sections.

Patient-Centered Outcomes Research Fees
.165 Health care reform created a new nonprofit corporation, the PatientCentered Outcomes Research Institute (PCORI). It is funded, in part, by fees
(sometimes referred to as PCORI fees) paid by health insurers for insured plans
and by plan sponsors for self-insured health plans. The fees are effective for
only seven years (for calendar year policies or plans, the fee is applicable for
policy or plan years 2012–2018). The fee for a plan with a 2013 calendar yearend is $2 per covered life; a covered life includes any employee, covered spouse,
and covered child in the plan. Thereafter, the fee will be indexed based on
increases in the projected per capita amount of national health expenditures.
The following table lists the PCORI fee payments due dates:
PCORI Fee Payment Due Dates by Plan Year
First PCORI Fee Payment
Plan Year-End

Due Date

Last PCORI Fee Payment
Plan Year-End

Due Date

October 31,
2012–December
31, 2012

July 31, 2013

October 31,
2018–December
31, 2018

July 31, 2019

January 31,
2013–September
30, 2013

July 31, 2014

January 31,
2019–September
30, 2019

July 31, 2020

Help Desk: Various ways in which the covered lives may be calculated,
include using data reported on the health care plan's Form 5500.
However, this method is only available if Form 5500 is filed by the
due date for payment of the fee. Thus, for a calendar year plan, the
Form 5500 method may be used to calculate the 2013 fee only if Form
5500 is filed without extension on or before July 31, 2014. A plan
sponsor that wants to use the Form 5500 method needs to carefully
coordinate delivery expectations with its auditor and the Form 5500
preparer.

Insurance Exchanges
.166 In order to expand coverage to the uninsured, ACA requires an exchange, or marketplace in each state, where individuals may purchase health
insurance and meet the minimum coverage. An exchange for small employers,
known as SHOP, is also to be established, where employers with fewer than
50 or 100 employees (depending on the state) may enroll their employees in
health coverage on the exchange. Beginning in 2017, states may expand this
program to larger employers.14 State exchanges may be government agencies
14
Exchanges are new entities that were set up to create a more organized and competitive
market for individuals and small plan sponsors to buy health insurance. They offer a choice of
(continued)
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or nonprofit organizations. The federal government will establish the exchange
if a state does not set one up. States can create multiple exchanges as long as
only one serves each geographic area and can work together to form regional
multistate exchanges.
.167 Individual coverage mandate. Tax credits and reductions in outof-pocket costs are offered to individuals who purchase coverage through an
exchange if the taxpayer's family income is between 100 percent and 400 percent of the federal poverty line and (1) their employer does not offer health
care benefits coverage or (2) the taxpayer's employer offers coverage but the
coverage is not affordable or does not provide minimum value.15 If an employee
does not take employer coverage, but instead purchases insurance through an
exchange and qualifies for the tax credit or the reduction in out-of-pocket costs,
the employer is subjected to a penalty.

Help Desk: A number of lawsuits currently being pursued challenge
whether an individual who purchased insurance through an exchange
not established by a state, but established by the federal government,
can receive a tax credit or subsidy from the federal government. This is
important because for an employer to be penalized under the employer
mandate, an employee must receive a tax credit or subsidy from an
exchange.
.168 Employer mandate to offer coverage. Beginning January 1, 2015,16
"applicable large employers" may be subject to a nondeductible excise tax if
one or more full time employees (those employees who work on average at
least 30 hours per week) receive a tax subsidy and the employer (1) fails to
offer minimum essential coverage to 95 percent of all full-time employees or (2)
offers minimum essential coverage to full-time employees, but the coverage is
either (a) unaffordable or (b) does not meet the minimum value requirement.
The taxes are assessed on a monthly basis. The tax under the first scenario
is an annual amount equal to $2,000 multiplied by the total number of fulltime employees, minus the first 30 full-time employees. It is important to note
that it takes only one full-time employee qualifying for the premium tax credit
or cost reduction subsidies to trigger the excise tax with respect to all fulltime employees. The tax under the second scenario (where coverage is offered,
but it does not meet the minimum value requirement or it is unaffordable for a
particular employee) is an annual amount of $3,000 for each full-time employee
who receives a subsidy. Thus, the potential tax is generally much higher under
the first scenario than under the second scenario.

(footnote continued)
different health plans, certifying plans that participate and providing information to help consumers better understand their options. The exchange serves primarily individuals buying insurance
on their own and small businesses with up to 100 employees; however, states can choose to include
larger plan sponsors in the future.
15
A plan meets the minimum value test if it pays at least 60 percent of the total allowed costs
of the benefits provided under the plan.
16
The penalties with respect to the employer mandate were to begin in 2014. However, in July
2013, the federal government postponed the enforcement of such penalties until January 1, 2015. See
IRS notice No.2013-45 (July 10, 2013) for more information.
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.169 Final regulations have recently been issued by the IRS. The regulations provide guidance on how to identify full-time employees for purposes
of the mandate for certain groups of employees (for example, new employees,
ongoing employees, new variable hour employees, or new seasonal employees).
The new regulations provide an additional year for employers with between
50 and 99 employees to come into compliance, and provide that the $2,000
multiplied by all full-time employees (less 30) penalty will not apply to larger
employers in 2015 if they offer coverage to at least 70 percent of their fulltime employees (rather than 95 percent, which will be the rules in 2016 and
beyond). These employers would still be subject to the $3,000 penalty for each
of their employees who receives subsidized coverage on an exchange because
the employer's insurance does not meet the minimum value requirement or is
not affordable for the employee. The final regulations provide numerous clarifications about the application of the mandate and associated penalties and
provide transition rules for certain situation.
.170 The IRS has provided transition relief for non-calendar fiscal year
plans for 2015 under which the penalties will not apply before the first day of
the plan year beginning in 2015.
.171 Private Exchanges. The high costs of health care and the requirements of the ACA have accelerated the concept of defined contribution health
plans and private health exchanges established by private entities, such as
large human resource consulting firms and insurance companies. These private
exchanges should not be confused with the insurance exchanges established by
the states and the federal government. The private exchanges allow an employee to choose among a number of different health care options provided by
an employer, and often specify a fixed dollar amount that the employer will
contribute towards the cost of coverage. Thus the selection is often subsidized
by the employer.

Transitional Reinsurance Fees
.172 Beginning in 2014 for a three-year period, a transitional reinsurance
fee is being assessed to assist insurers to partially offset high-cost enrollees,
in and outside the new exchanges. The total fees to be paid by all insurers
and employer-sponsored group health plans in the U.S. are $12 billion for
2014, $8 billion for 2015, and $5 billion for 2016, plus administrative expenses.
These amounts are to be divided among all covered lives in all plans. The
IRS has determined the cost for 2014 to be $63 per enrollee (employees plus
their covered spouse and dependents), and for 2015 it will be $44 per enrollee.
States have the right to charge additional fees to insured individual, small
group, and large group plans. If the plan is an insured plan, the fee will be
paid by the insurer; if it is a self-insured plan, it will be paid by the third party
administrator. In both cases, the plan sponsor will likely bear the ultimate cost
of the fee, either directly or by it being incorporated through the premium or
premium equivalent process.
.173 The fee is paid on a calendar year basis, regardless of whether the
plan year is a calendar year or a fiscal year. The following table provides the
timeline for the payment of 2014 fees:
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Task

Deadline

Insurance carriers and plans submit November 15, 2014
to Health and Human Services
(HHS) count of average number of
covered lives for the year
HHS notifies insurance carriers and
plans of amount to be paid

First notice will be sent by
December of the benefit year (2014,
2015, and 2016); second notice will
be sent in the fourth quarter of the
calendar year

Insurance carriers and plans remit
two installment payments

First Installment: Payment is
allocated to the reinsurance
programs and is due within 30 days
after the date of the first notification
Second Installment: Payment is
allocated to the U.S. Treasury and is
due within 30 days after the date of
the second notification

The Health Insurance Industry Fee
.174 Beginning in 2014, health insurance providers will pay an annual fee
based on their premium revenues. The fee, which will be used to fund federal
and state run exchanges, is intended to raise $8 billion in 2014, and will be
increased each year thereafter. It is likely that these fees will be passed on
to customers, increasing the cost of insured plans, including medical, dental
and vision plans, as well as insured retiree-only plans. It does not apply to
self-funded plans.

Cadillac Tax
.175 The ACA imposes an excise tax on high-value health plans (often
referred to as "Cadillac" plans). Beginning in 2018, this excise tax is to be
imposed on the provider of employer-sponsored healthcare coverage if the aggregate cost for an employee exceeds a threshold amount. The tax is 40 percent
of the amount that the aggregate cost exceeds the threshold. For 2018, the annual threshold amount is $10,200 for self-only coverage and $27,500 for other
coverage. Higher thresholds apply to retirees under age 65 and individuals in
certain high-risk professions. The tax is determined by an employer and paid
by the insurer, if insured, or paid by the plan sponsor, if self-insured. The
Cadillac tax applies generally to coverage under a group health plan excluding
standalone vision and dental programs and those programs paid exclusively
with after-tax dollars by the employee.

Retiree Prescription Drug Benefits
.176 Recent guidance issued by the Center for Medicare and Medicaid
Services (CMS) coupled with certain provisions of health care reform have created savings opportunities for plan sponsors that provide prescription drug
benefits to their Medicare-eligible retirees. There are two employer Medicare
Part D reimbursement options for retiree prescriptions drug benefits: RDS and
EGWP. Some plan sponsors have also been restructuring their prescription
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drug benefits programs to an EGWP with a wraparound secondary plan. The
benefits of an EGWP program include significant annual expected savings (below levels under the RDS program), removal of certain administrative burdens,
improved cash flow, and the transfer of the risk of administering a RDS program. See the "Retiree Prescription Drug Benefits" section of this alert for more
information.

Help Desk: The following websites may be helpful by providing more
information, including the new requirements for health care benefit
plans, along with their respective effective dates:
AICPA's health care reform website
www.aicpa.org/Research/HCR/Pages/HealthCareReform.aspx
HealthCare.gov's Affordable Care Act website
www.healthcare.gov/rights-protections-and-the-law/
Kaiser Family Foundation's summary of health care reform
www.kff.org/healthreform/upload/8061.pdf
DOL frequently asked questions about Affordable Care Act Implementation Part XII
www.dol.gov/ebsa/faqs/faq-aca12.html

Medical Loss Ratio Rebates
.177 As noted in DOL Technical Release 2011-04, Guidance on Rebates
for Group Health Plans Paid Pursuant to the Medical Loss Ratio Requirements
of the Public Health Service Act, Section 2718 of the Public Health Service Act
(PHSA), as added by the ACA, requires that health insurers publicly report
on major categories of spending of policyholder premium dollars, such as clinical services provided to enrollees and activities that will improve health care
quality. The law also established medical loss ratio (MLR) standards. Insurers
are required to provide rebates to enrollees when their spending for the benefit
of policyholders on reimbursement for clinical services and health care quality
improving activities, in relation to the premiums charged as adjusted for taxes,
is less than the MLR standards established by the statute. Rebates are based
upon aggregated market data in each state, not upon a particular group health
plan's experience.
.178 Beginning in June 2012, insurers were required to report 2011 data
concerning MLR to each state in which they do business. In August 2012,
insurers that did not meet the MLR standards for the 2011 policies were
required to provide a rebate to their enrollees. Instructions and fact sheets
regarding how the rebate is calculated can be found on the CMS website at
http://cciio.cms.gov/.
.179 Distributions paid by health insurance issuers to their policy holders (including employee benefit plans) can take a variety of different forms
(for example, refunds, dividends, demutualization payments, rebates, and
excess surplus distributions). Rebate payments made in connection with
group health plans covered by ERISA and pursuant to Section 2718 of
the PHSA may constitute plan assets. If so, the policyholder would be required to comply with ERISA's fiduciary provisions in the handling of rebates
it receives. Readers should refer to DOL Technical Release 2011-04
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(www.dol.gov/ebsa/newsroom/tr11-04.html) for further information. Frequently asked questions relating to potential tax consequences of the rebate
can be found at the IRS website by searching the term "medical loss ratio" at
the following site: www.irs.gov/newsroom/article/0,,id=256167,00.html.
.180 Plan sponsors may not be familiar with the DOL's technical release
that gives guidance on whether medical loss rebates constitute plan assets.
Identification of these rebates may not be evident from the trustee or custodial
investment reports. It is important for auditors to take care to identify those
plans that have received medical loss rebates from their contracts with insurance companies and determine if plan management has properly reported the
rebate as plan assets when applicable. For additional information on the reporting of other receivables (for example, refunds, rebates, and subsidies), see
the "Other Receivables" section (paragraphs 7.187–.189) in chapter 7, "Health
and Welfare Benefit Plans," of the guide.

Penalty for Noncompliance
.181 In addition to other fees, taxes, and penalties, a $100 per affected individual noncompliance penalty is imposed for every day in which an employer
is not in compliance with any of the ACA requirements. This penalty is not
applicable to organizations that had fewer than 50 employees in the preceding
calendar year. If an employer demonstrates reasonable cause, the penalty may
be limited to the lesser of (1) $500,000 or (2) 10 percent of the amount the employer spent on health care benefits in the prior year. An employer can reduce
its penalty to $0 if it can demonstrate to the IRS that either (1) the employer
would not have known about the failure, even after exercising "reasonable diligence," or (2) the failure is due to reasonable cause and the employer corrects
the failure within 30 days of discovering the failure.

Help Desk: It is important for plan auditors to have discussions with
their clients during audit planning as any one of these health care
reform changes may have an effect on the plan's net assets, obligations
or changes therein, and related disclosures.

Recent Pronouncements
.182 AICPA auditing and attestation standards are applicable only to
audits and attestation engagements of nonissuers. The PCAOB establishes auditing and attestation standards for audits of issuers. FASB establishes GAAP
for both public and nonpublic entities. For information on pronouncements issued subsequent to the writing of this alert, please refer to the AICPA website
at www.aicpa.org, the FASB website at www.fasb.org, and the PCAOB website at www.pcaob.org. You also may look for announcements of newly issued
accounting and auditing standards in the CPA Letter Daily and the Journal of
Accountancy.

Recent Accounting Standards Updates
.183 The following table presents, by codification area, a list of recently
issued ASUs through the issuance of ASU No. 2014-04, Receivables—Troubled
Debt Restructurings by Creditors (Subtopic 310-40): Reclassification of
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Residential Real Estate Collateralized Consumer Mortgage Loans upon Foreclosure (a consensus of the FASB Emerging Issues Task Force). ASUs that are
technical corrections to various topics and ASUs that are SEC updates, such
as ASU No. 2012-03, Technical Amendments and Corrections to SEC Sections:
Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin
No. 114, Technical Amendments Pursuant to SEC Release No. 33-9250, and
Corrections Related to FASB Accounting Standards Update 2010-22 (SEC Update), are not included in this table. FASB ASC does include SEC content to
improve the usefulness of FASB ASC for public companies, but the content
labeled as SEC staff guidance does not constitute rules or interpretations of
the SEC nor does such guidance bear official SEC approval.

Help Desk: For a complete listing of ASUs visit the FASB website at
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498.

Recent Accounting Standards Updates
Presentation Area of Financial Accounting Standards Board
(FASB) Accounting Standards Codification® (ASC)
Accounting
Standards
Update (ASU)
No. 2013-07
(April 2013)

Presentation of Financial
Services (Topic 205):
Liquidation Basis of
Accounting

This ASU clarifies when
and how a public or
private company, or a
not-for-profit organization
should apply the
liquidation basis of
accounting. The new
standard also provides
principles for the
recognition and
measurement of assets and
liabilities and disclosures,
as well as related financial
statement presentation
requirements.

Assets Area of FASB ASC
ASU No. 2014-03 Derivatives and Hedging
(Topic 815): Accounting for
(January 2014)
Certain Receive-Variable,
Pay-Fixed Interest Rate
Swaps—Simplified Hedge
Accounting Approach (a
consensus of the Private
Company Council)
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This ASU gives private
companies—other than
financial institutions—the
option to use a simplified
hedge accounting approach
to account for interest rate
swaps that are entered
into for the purpose of
economically converting
variable-rate interest
payments to fixed-rate
payments.
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Recent Accounting Standards Updates—continued
ASU No. 2014-02 Intangibles—Goodwill and
Other (Topic 350):
(January 2014)
Accounting for Goodwill (a
consensus of the Private
Company Council)

This ASU permits a
private company to
subsequently amortize
goodwill on a straight-line
basis over a period of ten
years, or less if the
company demonstrates
that another useful life is
more appropriate. It also
permits a private company
to apply a simplified
impairment model to
goodwill. Goodwill is the
residual asset recognized
in a business combination
after recognizing all other
identifiable assets acquired
and liabilities assumed.

ASU No. 2014-01 Investments—Equity
Method and Joint Ventures
(January 2014)
(Topic 323): Accounting for
Investments in Qualified
Affordable Housing
Projects (a consensus of the
FASB Emerging Issues
Task Force)

This ASU provides
guidance on accounting for
investments by a reporting
entity in flow-through
limited liability entities
that manage or invest in
affordable housing projects
that qualify for the
low-income housing tax
credit.

Expenses Area of FASB ASC
ASU No. 2013-11 Income Taxes (Topic 740):
Presentation of an
(July 2013)
Unrecognized Tax Benefit
When a Net Operating
Loss Carryforward, a
Similar Tax Loss, or a Tax
Credit Carryforward
Exists (a consensus of the
FASB Emerging Issues
Task Force)

Current U.S. GAAP does
not include explicit
guidance on the financial
statement presentation of
an unrecognized tax benefit
when a net operating loss
carryforward, a similar tax
loss, or a tax credit
carryforward exists. The
amendments in this update
are an improvement to
current U.S. GAAP
because they are expected
to reduce diversity in
practice by providing
guidance on the
presentation of
unrecognized tax benefits
(continued)
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Recent Accounting Standards Updates—continued
and will better reflect the
manner in which an entity
would settle at the
reporting date any
additional income taxes
that would result from the
disallowance of a tax
position when net
operating loss
carryforwards, similar tax
losses, or tax credit
carryforwards exist.
Broad Transactions Area of FASB ASC
ASU No. 2014-05 Service Concession
Arrangements (Topic 853)
(January 2014)
(a consensus of the FASB
Emerging Issues Task
Force)

The amendments specify
that an operating entity
should not account for a
service concession
arrangement that is within
the scope of this update as
a lease in accordance with
FASB ASC 840, Leases. An
operating entity should
refer to other topics as
applicable to account for
various aspects of a service
concession arrangement.
The amendments also
specify that the
infrastructure used in a
service concession
arrangement should not be
recognized as property,
plant, and equipment of
the operating entity.

ASU No. 2014-03 Derivatives and Hedging
(Topic 815): Accounting for
(January 2014)
Certain Receive-Variable,
Pay-Fixed Interest Rate
Swaps—Simplified Hedge
Accounting Approach (a
consensus of the Private
Company Council)

This ASU gives private
companies—other than
financial institutions—the
option to use a simplified
hedge accounting approach
to account for interest rate
swaps that are entered into
for the purpose of
economically converting
variable-rate interest
payments to fixed-rate
payments.
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Recent Accounting Standards Updates—continued
ASU No. 2013-10 Derivatives and Hedging
(Topic 815): Inclusion of
(July 2013)
the Fed Funds Effective
Swap Rate (or Overnight
Index Swap Rate) as a
Benchmark Interest Rate
for Hedge Accounting
Purposes (a consensus of
the FASB Emerging Issues
Task Force)

The amendments in this
update permit the Fed
Funds Effective Swap Rate
(OIS) to be used as a U.S.
benchmark interest rate
for hedge accounting
purposes under FASB ASC
815, Derivatives and
Hedging, in addition to
Treasury obligations of the
U.S. government (UST)
and London Interbank
Offered Rate (LIBOR). The
amendments also remove
the restriction on using
different benchmark rates
for similar hedges.

ASU No. 2013-09 Fair Value Measurement
(Topic 820): Deferral of the
(July 2013)
Effective Date of Certain
Disclosures for Nonpublic
Employee Benefit Plans in
Update No. 2011-04

The amendments in this
update apply to certain
quantitative disclosure
requirements for an
employee benefit plan,
other than those plans that
are subject to the SEC's
filing requirements
(hereafter "nonpublic
employee benefit plan"),
that holds investments in
its plan sponsor's own
nonpublic entity equity
securities, including equity
securities of its plan
sponsor's nonpublic
affiliated entities and that
are within the scope of the
disclosure requirements
contained in ASU No.
2011-04, Fair Value
Measurement (Topic 820):
Amendments to Achieve
Common Fair Value
Measurement and
Disclosure Requirements in
U.S. GAAP and IFRSs.
(continued)
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Recent Accounting Standards Updates—continued
Industry Area of FASB ASC
ASU No. 2013-08 Financial
Services—Investment
(June 2013)
Companies (Topic 946):
Amendments to the Scope,
Measurement, and
Disclosure Requirements

ARA-EBP .183

The amendments to the
investment company
assessment in this update
primarily affect entities
currently within the scope
of FASB ASC 946,
Financial
Services—Investment
Companies, that will no
longer be investment
companies as a result of
the amendments. Entities
that adopted SOP 07-1,
Clarification of the Scope of
the Audit and Accounting
Guide Investment
Companies and Accounting
by Parent Companies and
Equity Method Investors
for Investments in
Investment Companies,
before FASB's indefinite
deferral of that SOP also
must assess whether they
continue to be within the
scope of FASB ASC 946 by
determining whether they
are investment companies
as a result of the
amendments to the
investment company
assessment in this update.
Also, entities that are
currently not within the
scope of FASB ASC 946
may be investment
companies as a result of
the amendments in this
update. The measurement
and disclosure
amendments to FASB ASC
946 in this update affect all
entities that are
investment companies.
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Recent Accounting Standards Updates—continued
ASU No. 2013-06 Not-for-Profit Entities
(Topic 958): Services
(April 2013)
Received from Personnel of
an Affiliate (a consensus of
the FASB Emerging Issues
Task Force)

The objective of the
amendments in this update
is to specify the guidance
that not-for-profit entities
apply for recognizing and
measuring services
received from personnel of
an affiliate. An affiliate is
defined in the master
glossary as "a party that,
directly or indirectly
through one or more
intermediaries, controls, is
controlled by, or is under
common control with an
entity."

Master Glossary of FASB ASC
ASU No. 2013-12 Definition of a Public
(December 2013) Business Entity—An
Addition to the Master
Glossary

Definition of a Public
Business Entity amends
the master glossary of
FASB ASC to include one
definition of public
business entity for future
use in U.S. GAAP. The
definition does not affect
existing requirements.
Definition of a Public
Business Entity will be
used by FASB, the PCC,
and the Emerging Issues
Task Force to determine
the scope of new
accounting and reporting
guidance and to identify
the types of companies that
are excluded from the
scope of the Private
Company Decision-Making
Framework.

Recently Issued Technical Questions and Answers
.184 The AICPA publication Technical Practice Aids contains technical
questions and answers (TIS sections) that are based on selected practice matters identified by the staff of the AICPA's Technical Hotline and various other
bodies within the AICPA. These TIS sections are nonauthoritative and have not
been approved, disapproved, or otherwise acted upon by any senior technical
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committee of the AICPA. Recently issued TIS sections can be accessed at
www.aicpa.org/InterestAreas/FRC/Pages/RecentlyIssuedTechnicalQuestions
andAnswers.aspx.

AICPA Peer Review Developments—Recurring
Deficiencies Found in Employee Benefit Plan Audits
.185 The AICPA, working with the Employee Benefit Security Administration (EBSA), has made a concerted effort to improve the guidance and training available to auditors of employee benefit plans. The AICPA self-regulatory
teams continue to be concerned about deficiencies noted on audits of employee
benefit plans, and practitioners need to understand that severe consequences
can result from inadequate plan audits, including loss of membership in the
AICPA and loss of license. Some recurring deficiencies found in employee benefit plan audits include the following:

r
r
r
r
r

Insufficient procedures and documentation for reliance on SOC 1
reports
Insufficient procedures and documentation regarding obtaining
sufficient appropriate audit evidence on the fair value measurements
Missing or insufficient fair value disclosures related to fair value
hierarchy of investments, description of the levels, descriptions of
the methods used and tabular presentation amounts
Failure to disclose investments that represent five percent or more
of net assets
Auditors' report that does not conform to the clarified standards

.186 The the AICPA Audit and Accounting Guide Employee Benefit Plans
is directed primarily to those aspects of the preparation and audit of financial
statements that are unique to employee benefit plans and are considered particularly significant to them. In depth guidance concerning areas of these noted
deficiencies is contained in the guide. For a complete list of the most common deficiencies found in EBP audits by the DOL and AICP peer review program, see
www.aicpa.org/interestareas/employeebenefitplanauditquality/resources/tools
andaids/downloadabledocuments/ebpaqc common audit deficiences.pdf.

Legislative Developments
Defense of Marriage Act
Background
.187 The Defense of Marriage Act (Public Law 104-199, or DOMA) was
signed into law in 1996 and added for the first time a federal definition of
marriage, and also provided authorities to the states regarding marriages. Essentially, it provided that all federal privileges, immunities, and obligations
associated with marriage and spousal status are limited to opposite sex marriages.
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Overturn of DOMA
.188 In 2013, the Supreme Court ruled in Windsor vs. United States
(Windsor decision) that provisions of the DOMA were unconstitutional because
it violated the Equal Protection Clause of the 14th Amendment of the U.S. Constitution as incorporated into the 5th Amendment, and prohibited the federal
government from recognizing the privileges and immunities granted under
valid state laws. The immediate effect of this Supreme Court decision was that
federal law must recognize, for all purposes, marriages that are valid under
state or foreign law. It does not force states to recognize same sex marriages
and permits disparity between the states.
.189 As a practical side effect of the decision, many tax-favorable benefits
under employer-provided health plans previously available only to opposite-sex
spouses are now permitted for same-sex spouses, including Section 125 pre-tax
payment of premiums, change of status for same sex marriages, and voluntary
employee beneficiary association (VEBA) funding of spousal expenses. Employee funds held in flexible spending arrangement, health savings accounts,
and health reimbursement accounts are also available for same-sex spousal
use. In addition, same sex spouses are qualified beneficiaries for purposes of
Consolidated Omnibus Budget Reconciliation Act (COBRA) and Health Insurance Portability and Accountability Act of 1996 (HIPAA) special enrollment
rights.
.190 With regard to qualified retirement plans, qualified joint and survivor
and other optional forms of pension benefits are available to recognized samesex spouses. Automatic 401(k) plan beneficiary designations apply as well as
spousal consent for alternate beneficiary designations. Hardship distributions
are available for tuition, medical, and funeral expenses of same-sex spouses.
If plans require spousal consent for loans, this applies to recognized same-sex
spouses. Divorcing same-sex spouses are eligible for QDROs.
.191 Plan sponsors and auditors will need to distinguish situations where
rights are created by the plan versus where rights are created by federal law.
Federal law creates no mandate to cover spouses in health plans, and plan
sponsors may define them as they wish. If an employer chooses to provide
coverage to spouses, then HIPAA and COBRA create rights for the spouses
covered by plans. In contrast to health plans, for qualified retirement plans
federal law mandates that 'spouses' have particular rights, and the recent
Windsor decision now requires that qualified retirement plans identify spouses
that are recognized under valid state or foreign laws.
.192 Both the IRS and the DOL have issued guidance to assist plan sponsors and auditors to understand the effects of this decision. The DOL issued
Technical Release No. 2013-04, "Guidance to Employee Benefit Plans on the
Definition of Spouse and Marriage under ERISA and the Supreme Court's Decision in United States v. Windsor" providing guidance for ERISA plans. The
IRS issued Revenue Ruling No. 2013-17 and Notice No. 2014-1 to provide tax
related guidance.
.193 Guidance is still forthcoming on how the Windsor decision will affect
retirement plans in 2013 and prior years. The definition of marriage does not
include civil unions or registered domestic partnerships. Auditors and plan
sponsors may want to consult with appropriate legal counsel to discuss plan
rules, amendments, and interpretations in each specific situation.
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Help Desk: In September 2013, the DOL issued Technical Release
No. 2013-04 which represents new guidance interpreting the Supreme
Court's decision in United States vs. Windsor. The technical release
provides guidance to plans, plan sponsors, fiduciaries, participants,
and beneficiaries on the decision's effect on ERISA.
The release states that, in general, the terms "spouse" and "marriage"
in Title I of ERISA and in related DOL regulations should be read
to include same-sex couples legally married in any state or foreign
jurisdiction that recognizes such marriages, regardless of where they
currently live.
The full text of the technical release is available at www.dol.gov/
ebsa/newsroom/tr13-04.html.

The Dodd-Frank Wall Street Reform and Consumer Protection Act
.194 The Dodd-Frank Wall Street Reform and Consumer Protection Act
(Dodd-Frank act) was signed into law by the president in July 2010 in response
to weaknesses in the financial services industry that are believed to have contributed to the economic recession of 2007. The main goals of the reform are
to lower the systemic risks to the financial system and enhance consumer
protections.
.195 The Dodd-Frank Act implements changes that affect the oversight
and supervision of financial institutions and creates many new agencies. One of
the main changes brought about by the Dodd-Frank Act was the creation of the
Financial Stability Oversight Council (FSOC) that oversees financial institutions. The role of the FSOC, which is chaired by the Secretary of the Treasury,
is to identify risks to financial stability and promote market discipline.
.196 Implementation of the Dodd-Frank Act is far behind schedule. Of the
almost four hundred rules that the act requires be finalized only two hundred
five are final as of March 2014 and one hundred ten rules have not even been
proposed.

Help Desk: Further information concerning the Dodd-Frank Act can
be found at www.sec.gov/spotlight/dodd-frank.shtml.

Regulatory Developments—DOL
DOL Audit Quality Enforcement Project
.197 The DOL is currently conducting a nationwide, statistically-based
enforcement project to evaluate the quality of employee benefit plan audits.
This effort will be used to provide a baseline of audit quality and assist the
DOL in determining future enforcement, outreach, and legislative initiatives.
.198 Using the 2011 Form 5500 database, the DOL has selected a sample of 400 audits performed by over 300 auditors. The auditors were randomly selected in 6 strata based on the size of the firm's annual plan audit
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practice: 1–2 audits; 3–5 audits; 6–24 audits; 25–99 audits; 100–749 audits;
and 750+ audits. In the two smallest strata (1–2 and 3–5), one audit engagement was selected from a sampled firm. In each of the other 4 strata, a selected
firm has 5 engagements selected at random for review. In addition to the review of audit working papers, for each selected engagement, the DOL will also
request information about each of the firms' benefit plan practice and the team
who performed the engagement. The DOL's work began in October 2013 and
will continue throughout the remainder of 2014.

DOL Office of Inspector General and Oversight to Plans Holding
Hard-to-Value Investments
.199 Throughout the past year, the DOL has continued to focus on hard
to value investments. The DOL Office of Inspector General (OIG) recently conducted a study to determine if the DOL EBSA is providing adequate oversight
of employee benefit plans that hold alternative investments. The OIG study
was prompted by concerns by various parties over plan assets invested in alternative and hard-to-value investments. As of 2010, employee benefit plans
had amassed almost $3 trillion in alternative investments, of which EBSA estimated between $800 billion and $1.1 trillion were hard-to-value. The OIG report noted that EBSA faces challenges meeting its mission because some plans
have increasingly shifted assets from traditional investments, such as stocks
and bonds, into an array of complex, hard to define alternative investments,
such as common collective trusts, private equity funds, limited partnerships,
hedge funds, and real estate.
The OIG report noted that plan administrators cannot easily determine the
fair market value of alternative investments for a number of reasons:

r
r
r
r
r

Alternative investment entities may be unaudited, not listed
on any national exchange, and not subject to state or federal
regulation.
Plans are not required to obtain an independent valuation to
demonstrate the fair market value of these types of investments.
ERISA allows plans to elect a "limited scope audit" for purposes
of filing Form 5500. In such audits, Plan financial statement auditors perform no auditing procedures to test for existence or valuation of plan assets held and "certified" by a qualifying financial
institution.
Financial institutions holding these plan assets need not certify
for purposes of a limited scope audit that they are reporting the
assets at fair market value, but only that the records are "complete
and accurate."
The financial institutions' records may only be a pass through
of estimated values the institutions received directly from the
alternative investment entity, which gives rise to a conflict of
interest when it comes to reporting investment losses.

Help Desk: To view the DOL OIG report, including the scope, methodology, and EBSA response, visit www.oig.dol.gov/public/reports/
oa/2013/09-13-001-12-121.pdf.
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DOL Updates Delinquent Filer Voluntary Compliance Program
.200 In January 2013, the DOL announced technical updates to its Delinquent Filer Voluntary Compliance Program.
.201 ERISA requires most private-sector plans to file Form 5500 Annual
Return/Report of Employee Benefit Plan or, for certain small plans, Form 5500SF. Plan sponsors who fail or refuse to comply with ERISA's annual filing
requirement may incur significant monetary penalties.
.202 The Delinquent Filer Voluntary Compliance (DFVC) Program was
established in April 1995 to encourage plan sponsors to file overdue, incomplete or incorrect Form 5500 annual reports with reduced civil penalties. The
program was last updated and expanded in March 2002.
.203 The technical updates incorporate an existing voluntary online
penalty calculator and web payment system into the DFVC Program. The
updates also fully integrate the DFVC Program into the EFAST2 electronic
filing system, including a Form 5500 Version Selection Tool, available at
www.dol.gov/ebsa/5500selectorinstructions.html, which helps filers determine
which forms they need to use when filing electronically for past years.

Help Desk: To view the updated DFVC Program Federal Register Notice, please visit www.dol.gov/find/20130128/. To view the
DFVC Program updated Frequently Asked Questions, please visit
www.dol.gov/ebsa/faqs/faq dfvc.html.

DOL Issues Final Rules for Multiple Employer
Health Care Arrangements
.204 On March 1, 2013, the DOL published final rules under the ACA to
protect workers and plan sponsors whose health benefits are provided through
Multiple Employer Welfare Arrangements (MEWAs). The final rules increase
the DOL's enforcement authority to protect participants in MEWAs and call
for such plans to adhere to enhanced filing requirements.
.205 A MEWA is an employee welfare plan or other arrangement through
which multiple plan sponsors might seek to provide health care and other
benefits to their workers. Plan sponsors are often told that MEWAs are more
affordable than traditional forms of coverage, but some promoters, marketers
and operators of certain MEWAs have taken advantage of gaps in the law to
avoid state insurance regulations, putting enrollees at financial risk. These
actions include the requirement to maintain sufficient funding and adequate
reserves to pay health care claims of workers and their families.
.206 The DOL has been involved in many cases where MEWAs have been
operated by individuals who drained them of their assets through excessive
administrative fees or outright embezzlement, leaving participants and their
families with unexpected, unpaid health care bills. The ACA includes provisions
implemented by these final rules that are designed to remedy these gaps.
.207 The final rules authorize the Secretary of Labor (the Secretary) to
immediately issue a cease and desist order when it is apparent that fraud
is taking place within a MEWA. The Secretary could also seize assets from a
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MEWA when there is probable cause that the plan is in a financially hazardous
condition.
.208 The final rules also require MEWAs to register with the DOL prior
to operating in a state. To streamline the process, the DOL is making available
a new, all-electronic filing system that also will serve as a searchable registry
of MEWAs.
.209 The final rules, and related changes to Form 5500, also enhance
the DOL's ability to enforce Form M-1 filing requirements. This enhancement
is achieved by requiring all employee welfare plans that file Form M-1 to
also file Form 5500 including information on compliance with Form M-1 filing
requirements.

Help Desk: Complete details on all provisions of the final rules may
be viewed at www.dol.gov/ebsa.

DOL Issues Field Assistance Bulletin on New Annual Funding
Notice Requirements
.210 On March 8, 2013, the DOL published Field Assistance Bulletin
(FAB) No. 2013-01 concerning new disclosure requirements mandated by
MAP-21.
.211 MAP-21 amended ERISA section 101(f) to require plan sponsors
of single-employer defined benefit pension plans to provide participants and
others additional information regarding the impact of MAP-21's interest rate
stabilization rules on the plan's funding status. An estimated 12,000 singleemployer plans covering approximately 33.5 million participants and beneficiaries are subject to the new disclosure requirements. Many of these plans
were required to furnish their first annual funding notice under the new law
no later than April 30, 2013.
.212 The FAB addresses a need for interim guidance pending the adoption
of regulations or other guidance under section 101(f) of ERISA, as amended by
MAP-21. The FAB sets forth technical questions and answers and provides a
model supplement that plan administrators may use to discharge their MAP-21
disclosure obligations.

Help Desk: The FAB may be read at www.dol.gov/ebsa/regs/fab20131.html.

DOL Issues Affordable Care Act Study on Self-Insured Plans
.213 On April 1, 2013, the DOL transmitted to Congress the third annual
report on self-insured employee health benefit plans. The report, which is established by the ACA, contains general information on self-insured employee
health benefit plans and financial information on the plan sponsors.
.214 Self-insured plans, unlike fully insured plans, are generally plans
in which the sponsor retains the risk associated with paying covered health
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expenses, rather than paying a premium and transferring the risk to an insurance company. Some sponsors retain the risk for a subset of the benefits,
but transfer the risk for the remaining benefits to health insurers—that is,
they finance the plans' benefits using a mixture of self-insurance and insurance. Self-insurance is more common among larger sponsors, mainly because
the health expenses of larger groups are more predictable and therefore larger
sponsors face less risk.
.215 The DOL's report utilizes a revised algorithm to identify self-insured
plans from those fully-insured or use a mixed funding arrangement. These revisions, based on a study of Form 5500 filings, indicate that previous reports
overstated the number of fully insured and mixed-funded health plans and
identified too few self-insured plans. Consequently, this report is not directly
comparable to its predecessors and should not be used with them to project
trends in health insurance funding. Rather, estimates presented in the 2013
report should be viewed as the DOL's best estimates of plan funding arrangements for 2010 and earlier years.
.216 Health benefit plans covering private-sector employees must file a
Form 5500—generally, if they cover 100 or more participants or hold assets
in trust. This report includes information on self-insured and mixed-insured
health benefit plans required to file a Form 5500 and presents data on such
plans for 2010, the latest year for which complete data are available. The DOL
estimates that nearly 20,000 health plans filing a Form 5500 for 2010 were selfinsured and approximately 4,000 were mixed-insured. These plans covered 30
million and 26 million participants respectively. However, because many selfinsured health plans do not meet the filing requirements and therefore do
not file Form 5500, this report likely underestimates the total number of selfinsured plans.

Help Desk: The full report can be found on the DOL's Administration Affordable Care Act page, or at www.dol.gov/ebsa/
healthreform/index.html#5.

DOL, IRS, and HHS Issue Final Rules on Employment-Based
Wellness Programs
.217 On June 3, 2013, Health and Human Service (HHS), DOL, and the
IRS issued final rules on employment-based wellness programs. The final rules
support workplace health promotion and prevention as a means to reduce
the burden of chronic illness, improve health and limit growth of health care
costs, while ensuring that individuals are protected from unfair underwriting
practices that could otherwise reduce benefits based on health status.
.218 The final rules continue to support participatory wellness programs,
which generally are available without regard to an individual's health status.
These include programs that reimburse for the cost of membership in a fitness
center; that provide a reward to employees for attending a monthly, no-cost
health education seminar; or that reward employees who complete a health
risk assessment, without requiring them to take further action.
.219 The rules also outline standards for nondiscriminatory healthcontingent wellness programs, which generally reward individuals who meet a
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specific standard related to their health. Examples of health-contingent wellness programs include programs that provide a reward to those who do not use,
or decrease their use of, tobacco, or programs that reward those who achieve
a specified health-related goal, such as a specified cholesterol level, weight, or
body mass index, as well as those who fail to meet such goals but take certain
other healthy actions.
.220 The departments' rules ensure flexibility for plan sponsors by increasing the maximum reward that may be offered under appropriately designed
wellness programs, including outcome-based programs. The final rules also
protect consumers by requiring that health-contingent wellness programs be
reasonably designed, are uniformly available to all similarly situated individuals and accommodate recommendations made at any time by an individual's
physician, based on medical appropriateness.

Help Desk: The final rules will be effective for plan years beginning on
or after Jan. 1, 2014. To view the final rules, visit www.dol.gov/ebsa.

DOL Launches Online Retirement Toolkit in Cooperation With
Social Security Administration and the Centers for Medicare
and Medicaid Services
.221 On June 5, 2013 the DOL launched an online toolkit to help workers
identify key issues related to retirement planning. The toolkit, developed in
cooperation with the Social Security Administration and the CMS was designed
to help workers understand important decisions related to employment-based
plans, Social Security and Medicare.
.222 The toolkit includes a timeline illustrating key decisions to be made
about retirement benefits, Social Security and Medicare; general guidance; and
a list of publications and interactive tools to assist with planning.

Help Desk: The retirement toolkit is available at www.dol.gov/ebsa/
pdf/retirementtoolkit.pdf.

DOL Permits 401(k) Plans to Reschedule Annual Disclosures
to Employees
.223 On July 22, 2013, the DOL announced a temporary enforcement
policy that will allow 401(k)-type plans to reset the timing for the annual
distribution of the investment comparative chart that they are required to
furnish to plan participants. Most plans must furnish this comparative chart
no later than August 30 of each year.
.224 Under the enforcement policy contained in FAB 2013-02, plan administrators may reset the deadline one time, for either the 2013 or the 2014
comparative chart, if the responsible plan fiduciary determines that doing so
will benefit the plan's participants and beneficiaries and provided that no more
than 18 months may pass before participants receive their next comparative
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chart. This enforcement policy does not alter a plan administrator's obligations
under the regulation to timely update the investment information that is available at the plan's website or to notify participants about changes to investment
information, such as a new plan investment option.
.225 The DOL's participant-level fee disclosure regulation, which was implemented in 2012, requires that administrators of 401(k)-type plans disclose
information about plan investment options, such as fee and performance information, to participants and beneficiaries at least annually. Plans operating
on a calendar year had to furnish their first chart no later than August 30,
2012, and their second chart was due by August 30, 2013. Many other plan
disclosures, however, such as pension benefit statements, are disclosed later
in the calendar year. Permitting a one-time "re-set" of the deadline will allow plan administrators to align the comparative chart with other participant
disclosures.

Help Desk: FAB 2013-02 may be read at www.dol.gov/ebsa/regs/
fab2013-2.html.

Federal Agencies Issue Final Mental Health and Substance
Use Disorder Parity Rule
.226 On November 13, 2013, the DOL, HHS and the Treasury today jointly
issued a final rule increasing parity between mental health and substance use
disorder benefits and medical and surgical benefits in group and individual
health plans.
.227 The final rule implements the Paul Wellstone and Pete Domenici
Mental Health Parity and Addiction Equity Act, and ensures that health plan
features like copays, deductibles and visit limits are generally not more restrictive for mental health and substance abuse disorders benefits than they are for
medical and surgical benefits.
.228 The rule includes specific additional consumer protections, such as

r
r
r
r

ensuring that parity applies to intermediate levels of care received
in residential treatment or intensive outpatient settings;
clarifying the scope of the transparency required by health plans,
including the disclosure rights of plan participants, to ensure compliance with the law;
clarifying that parity applies to all plan standards, including geographic limits, facility-type limits and network adequacy; and
eliminating an exception to the existing parity rule that was determined to be confusing, unnecessary and open to abuse.

.229 The ACA builds on the Mental Health Parity and Addiction Equity
Act and requires coverage of mental health and substance use disorder services
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as one of ten essential health benefits categories. Under the essential health
benefits rule, individual and small group health plans are required to comply
with these parity regulations.

Help Desk: A fact sheet on the rules is available here: http://cms.hhs
.gov/CCIIO/Programs-and-Initiatives/Other-Insurance-Protections/
mhpaea factsheet.html.
The final rules may be viewed at www.dol.gov/ebsa.

2013 Form 5500 Annual Report
.230 The DOL, IRS, and the PBGC have published the 2013 Form 5500
"Annual Return/Report of Employee Benefit Plan" and related instructions.
.231 Modifications to Form 5500 and Form 5500-SF and their schedules
and instructions for plan year 2013 are described under "Changes to Note" in
the 2013 instructions, including:

r

r

r

Form 5500—DOL Form M-1 Compliance Information. In 2013,
the DOL published final rules under the ACA to protect workers and plan sponsors whose health benefits are provided through
MEWAs. The final rules increased the DOL's enforcement authority to protect participants in MEWAs and called for such plans
to adhere to enhanced filing requirements. In that regard, Form
5500 includes a new section "Form M-1 Compliance Information,"
which is being added as an attachment to Form 5500 for the 2013
plan year. Also, all welfare plans required to file Form M-1, "Report for Multiple Employer Welfare Arrangements (MEWAs) and
Certain Entities Claiming Exception (ECEs)," must now file Form
5500 regardless of plan size or type of funding (including small
unfunded or insured welfare plans).
Schedules H and I—PBGC Coverage Question. A new element 5c
has been added to Line 5 of Schedules H and I that asks defined
benefit pension plan filers whether the plan is covered under the
PBGC insurance program. This question replaces Plan Characteristic Code 1G previously used on line 8a of Form 5500 to identify
plans covered by the PBGC insurance program.
Schedule SB. The Schedule SB instructions have been updated
to reflect the provisions of MAP 21. In addition, the Schedule SB
instructions for line 11b have been clarified for plans where the
valuation date for the prior plan year was not the first day of the
plan year.

.232 Form 5500 and Form 5500-SF must be electronically filed each year
by employee benefit plans to satisfy annual reporting requirements under
ERISA and the IRC. Under EFAST2, filers choose between using EFAST2approved vendor software or the EFAST2 web-based filing system (IFILE) to
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prepare and submit Form 5500 or Form 5500-SF. Completed forms are submitted via the Internet to EFAST2 for processing.

Help Desk: Informational copies of the forms, schedules and instructions are available online at www.efast.dol.gov. Filers should monitor
the EFAST website for the availability of the official electronic versions for filing using EFAST-approved software or directly through
the EFAST website. Assistance with the EFAST2 system is available
at www.dol.gov/ebsa/form5500tips.html or by calling 866.463.3278.

Regulatory Developments—IRS
HIPAA and HITECH Omnibus Regulation
.233 The Privacy Standards of HIPAA, as amended by the Health Information Technology for Economic and Clinical Health Act (HITECH act), require
covered entities (health plans, health care clearing houses, and certain health
care providers) to have written agreements with business associates in place.
HIPAA required that plan sponsors enter into business associate agreements
(BAAs) with any of their service providers that have access to any protected
health information (PHI). A plan auditor is considered a business associate
and would generally be required to sign a BAA. HIPAA privacy laws and BAA
provisions require maintenance of the privacy of the PHI. The HITECH Act
created many additional requirements, enforcement provisions and penalties
for covered entities, business associates, vendors and others.
.234 In January 2013, HHS released the omnibus final rule (Final Rule)
interpreting and implementing provisions of the HITECH Act. The Final Rule,
published in the Federal Register on January 25, 2013 (78 Fed. Reg. 5566)
settles some of the questions that remained open after the publication of the
proposed regulations in July 2010. The Final Rule was effective on March 26,
2013 and covered entities and business associates must have been in compliance with the applicable requirements of the Final Rule by September 23, 2013.
Covered entities and business associates will have up to one year following the
compliance date to modify business associate agreements in accordance with
the requirements of the Final Rule. A business associate agreement is deemed
to comply with the Final Rule through September 22, 2014, as long as the
agreement was in place before January 25, 2013, complied with the prior provisions of the HIPAA privacy and security rules, and is not renewed or modified
on or after March 26, 2013. If the business associate agreement is renewed or
modified at any time between March 26, 2013, and September 23, 2013, the
business associate agreement renewal or modification must include the new
provisions in the final rule on or before September 23, 2013. The transition period will automatically terminate if the agreement is renewed or modified before
September 23, 2014. The automatic renewal of evergreen contracts would not
cut off the transition period.
.235 Among other things, the Final Rule addresses the following key
topics:
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Privacy Rule and Security Rule
— Direct liability of business associates and subcontractors
of business associates17 for compliance with certain provisions of the HIPAA Privacy Rule and the HIPAA Security Rule
— Activities that render an entity a business associate, including the mere storage or maintenance of PHI
— Required modifications to a covered entity's notice of privacy practices
— Expansion of the rights of individuals to receive electronic copies of their health information and restriction
of disclosures to a health plan for treatment for which
the individual has paid out-of-pocket in full
— Expansion of the limitations on the use and disclosure of
protected health information for marketing and fundraising purposes, and prohibition of the sale of protected
health information without individual authorization

r
r
r

Breach Notification Rule: Replacement of the "risk of harm"
threshold in the Breach Notification Interim Final Rule with a
more objective standard and replacement of the Interim Final
Rule in its entirety with the relevant provisions of the omnibus
Final Rule
Enforcement Rule: Incorporation of the tiered civil money penalty
structure set forth in the HITECH Act, originally published as an
interim Final Rule on October 30, 2009. Penalties are increased
for non-compliance based upon the level of negligence, with a
maximum penalty of $1.5 million per violation
Protections for Genetic Information: Enhanced privacy protections for genetic information as required by GINA, which was
published as a proposed rule on October 7, 2009

Help Desk: To view the Final Rule in its entirety, see www.gpo.gov/
fdsys/pkg/FR-2013-01-25/html/2013-01073.htm.

.236 As discussed in paragraph C-9 of chapter 7 of the guide, auditors are
subject to strict professional standards that require them to maintain confidentiality of information obtained in the course of performing the audit which
could result in potentially severe consequences for noncompliance (for example, legal, financial, and reputational). Auditors can reduce the likelihood of a

17
To the extent subcontractors or even further downstream contractors create, receive, maintain, or transmit a covered entity's protected health information, all of those subcontractors and
downstream entities will be considered business associates and have the same Health Insurance
Portability and Accountability Act of 1996 obligations and potential liabilities as the business associate that directly contracts with the covered entity.
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breach by employing reasonable safeguards to protect confidential information,
such as the following:

r
r
r
r
r

Using of encryption when transferring electronic files
Using file passwords
Increasing physical safeguards over confidential information (for
example, safeguarding of computers that contain confidential information or proper safeguarding of physical documents)
De-identifying claims information in audit documentation
Returning written information not needed for audit file documentation

IRS Publishes Final Regulations on Suspending or Reducing
Safe Harbor Contributions to 401(k) and 403(b) Plans
.237 In November 2013, the IRS issued final regulations (T.D. 9641) to
provide guidance on permitted mid-year reductions or suspensions of safe harbor contributions to section 401(k) and 403(b) plans. These regulations were
issued during a time that plan sponsors were looking for ways to reduce costs.
Instead of terminating the 401(k) and 403(b) plans, plan sponsors were interested in reducing or suspending their contributions to the plans. Under the
final regulations, plan sponsors are required to be operating at an economic
loss to implement the mid-year reduction or suspension.
.238 If notice is given to participants before the beginning of the plan year
in which disclosure is made, of the possibility that the contributions might be
reduced or suspended mid-year, the final regulations allow a plan sponsor to
reduce or suspend safe harbor nonelective contributions without regard to the
financial condition. The guidance applies to the reduction or suspension of safe
harbor matching contributions for plan years beginning on or after January 1,
2015.

Help Desk: For more information related to the reduction or suspense
of safe harbor contributions see www.gpo.gov/fdsys/pkg/FR-2013-1115/pdf/2013-27452.pdf.

Recent AICPA Independence and Ethics Developments
.239 Auditors of employee benefit plans need to evaluate independence
following the rules, interpretations, and ethics rulings of the AICPA (Rule
101, Independence [AICPA, Professional Standards, ET sec. 101 par. .01]),
the guidelines of the DOL (29 CFR 2509.75-9, Interpretive Bulletin), and, if
applicable, the rules of the PCAOB and SEC (PCAOB Rule 3502 and Rule 201 of Regulation S-X). Each of these rulemaking and standard setting bodies
brings varying considerations to their promulgated standards on independence
and ethics, which may have a broader effect on an auditor's ability to serve a
client.
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Help Desk: In response, the EBPAQC has developed a tool, "DOL
and AICPA Independence Rule Comparison," (updated May 10,
2012) to assist members in summarizing some of the more common
independence rules that could affect auditors of employee benefit
plans. This can be found at www.aicpa.org/InterestAreas/Employee
BenefitPlanAuditQuality/Resources/AccountingandAuditingResource
Centers/AuditorIndependence/DownloadableDocuments/DOL AICPA
Independence Rule Comparison.pdf.
.240 Also, it is important for auditors of employee benefit plans to understand any new standards and amendments to existing standards designed
to assist in their evaluation of independence with respect to their clients
and to better understand the ethical issues affecting decisions they may
encounter.

Professional Ethics Executive Committee
Interpretation No. 101-18
.241 The AICPA Professional Ethics Executive Committee (PEEC)
adopted Interpretation No. 101-18, "Application of the Independence Rules
to Affiliates" (AICPA, Professional Standards, ET sec. 101 par. .20), that may
affect employee benefit plan auditors. Financial interests in, and other relationships with, entities related in various ways to a financial statement attest client
may impair independence. The interpretation provides guidance on which entities should be considered an affiliate of a financial statements attest client
and subject to the independence provisions of the AICPA Code of Professional
Conduct.
.242 The interpretation requires that a member must expend best efforts
to obtain the information necessary to identify a financial statement attest
client's affiliates, and provides guidance for situations where, after expending
best efforts, a member is unable to obtain the information to determine which
entities are affiliates of the financial statements attest client. The interpretation is effective for engagements covering periods beginning on or after January
1, 2014.

Help Desk: For additional information, view the interpretation
in its entirety at www.aicpa.org/InterestAreas/ProfessionalEthics/
Community/ExposureDrafts/DownloadableDocuments/2011Feband
AprilExposureDraftsAdoptedProposalsFinal.pdf.

Proposed Revisions to Interpretation No. 101-3
.243 The PEEC has proposed revisions to Interpretation No. 101-3 that
appear in an omnibus exposure draft of the Professional Ethics Division dated
June 29, 2012. The PEEC has proposed that financial statement preparation
and cash-to-accrual conversions performed by a member for a client should be
considered nonattest services, regardless of whether the services are performed
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as part of an audit, and will be subject to the independence requirements
of Interpretation No. 101-3. PEEC has suggested that a two-year transition
period be allowed after the revised interpretation is published, as it would be
a change in position and members may need to implement new policies as well
as procedures. The comment period for this concluded on November 30, 2012.
Auditors of employee benefit plans may want to begin to consider the future
effect such a change would have on their clients if approved.

Help Desk: These proposed revisions are discussed in further detail in the Audit Risk Alert Independence and Ethics Developments—
2012/13. In addition, the Audit Risk Alert Independence and Ethics
Developments—2012/13 contains a complete update on new independence and ethics pronouncements; it will heighten your awareness
of independence and ethics matters likely to affect your practice.
Obtain this alert by calling the AICPA at 888.777.7077 or visiting
www.cpa2biz.com.
The exposure draft including comments received can be viewed at
www.aicpa.org/InterestAreas/ProfessionalEthics/Community/
ExposureDrafts/DownloadableDocuments/2012JuneOmnibus
ProposalAICPAProfessionalEthicsDivision.pdf.
PEEC meeting information, including meeting agendas, discussion
materials, and minutes of prior meetings, can be found at
www.aicpa.org/InterestAreas/ProfessionalEthics/Community/
MeetingMinutesandAgendas/Pages/MeetingInfo.aspx.

On the Horizon
.244 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. The following sections present brief information about some ongoing projects that have
particular significance to employee benefit plans or that may result in significant changes. Remember that exposure drafts are nonauthoritative and cannot
be used as a basis for changing existing standards.
.245 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed here. Readers should refer to Audit Risk Alert General Accounting and
Auditing Developments—2013/14 (product nos. ARAGEN13P, ARAGEN13E,
or WGE-XX) for further information.

Accounting Pipeline
Insurance Contracts
.246 In June 2013, FASB issued proposed ASU Insurance Contracts (Topic
834). Existing GAAP for insurance contracts have evolved over many years as
a result of new insurance products and new contract terms and features. Those
changes have resulted in multiple models that vary based on the nature of
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the insurance contract. Existing GAAP on insurance applies only to insurance
entities and not to contracts issued by noninsurance entities that contain identical or similar economic characteristics to insurance contracts. That guidance
has not been subject to comprehensive reconsideration by FASB before the
beginning of this project.
.247 The guidance in this proposed ASU would apply to all entities that
issue insurance contracts as defined in this proposed ASU (including entities
other than insurance companies) or that hold reinsurance contracts, unless
those contracts are specifically excluded from the scope of this proposed ASU.
The guidance in this proposed ASU would not apply to the holder (that is, policyholder) of insurance contracts unless the contract is a reinsurance contract.
The extent of the effect on an individual entity would depend on the significance
of insurance contracts issued or reinsurance contracts held to the entity's operations and financial position. This would supersede the requirements in FASB
ASC 944, Financial Services—Insurance, which currently apply to insurance
entities.
.248 The comment period for this proposed ASU ended on October 25,
2013. FASB plans to consider all feedback and begin redeliberations of all
significant issues during the first quarter 2014.

Going Concern
.249 The purpose of this project is to provide guidance about (a) how
an entity should assess its ability to continue as a going concern and (b) the
timing, nature, and extent of any related disclosure requirements. In July 2013,
FASB issued a proposed ASU, Presentation of Financial Statements (Topic 205):
Disclosures of Uncertainties about an Entity's Going Concern Presumptions.
The comment period ended on September 24, 2013. FASB expects to begin
redeliberations in the first quarter of 2014.

Employee Benefit Plan Resources
.250 The following are various resources that practitioners engaged in the
employee benefit plan industry may find beneficial.

AICPA Employee Benefit Plan Audit Quality Center
.251 The AICPA EBPAQC is a firm based, volunteer membership center
of more than 2,300 firms with the goal of promoting quality employee benefit
plan audits. EBPAQC member firms receive valuable ERISA audit and firm
best practice tools and resources not available from any other source.
.252 The EBPAQC provides timely e-alerts with information about recent
developments affecting employee benefit plan audits, as well as other resources
and tools including

r
r

audit and accounting resource centers, including ESOPs, SOC
1 reports and service organizations, limited scope audits, 403(b)
plans, auditor communications, parties in interest and prohibited
transactions, plan investments, EBP fraud, auditor independence,
and more;
exclusive member-only live forum webinars on current topics and
preparing your firm for the EBP audit season. These webinars are
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free to members and continuing professional education (CPE) is
available for paid registrants;
center tools including a SOC 1 report checklist, internal selfinspection tool, a summary of DOL criminal enforcement cases,
internal auditor communication tools, and examples of internal
control communications for employee benefit plans;
a member-to-member online discussion forum with more than
3,700 participants and 2,500 topics;
"topix" primer on topics such as employee stock ownership plans,
multiemployer employee benefit plans, tax and compliance issues
for 401(k) plans, insurance company products, parties in interest and prohibited transactions, limited scope audits, and 403(b)
plans; and
plan advisories to share with plan clients that help plan sponsors
and administrators including the following:
—

Employee Benefit Plans—Financial Statement Audits

—

Understanding Auditor Communication

—

Effective Monitoring of Outsourced Plan Recordkeeping
and Reporting Functions

—

The Importance of Internal Controls in Financial Reporting and Safeguarding Plan Assets

—

Valuing and Reporting Plan Investments

Help Desk: Visit the center website at www.aicpa.org/InterestAreas/
EmployeeBenefitPlanAuditQuality/Pages/EBPAQhomepage.aspx to
see a list of EBPAQC member firms and to preview EBPAQC benefits.
For more information, contact the EBPAQC at ebpaqc@aicpa.org.

Publications
.253 Practitioners may find the following publications useful. Choose the
format best for you—online, eBook, or print.

r
r
r
r
r
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Audit and Accounting Guide Employee Benefit Plans (2014) (product nos. AAGEBP14P, AAGEBP14E, or WEB-XX)
Checklists and Illustrative Financial Statements for Defined Contribution Retirement Plans (2014) (product nos. ACKDCP14P or
WDC-CL)
Employee Benefit Plans Accounting Trends & Techniques, 5th edition (product nos. AATTEBP14P, AATTEBP14E, or WET-XX)
Audit and Accounting Practice Aid Using a SOC 1SM Report in
Audits of Employee Benefit Plans (product nos. APASOC113P,
APASOC113E, or APASOC1O)
Audit Guide Special Considerations in Auditing Financial Instruments (2012) (product nos. AAGAFI12P, AAGAFI12E, or
AAGAFIO)
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Audit Guide Audit Sampling (2012) (product nos. AAGSAM12P,
AAGSAM12E, or WAS-XX)
Audit Risk Alert General Accounting and Auditing
Developments—2013/14 (product nos. ARAGEN13P, ARAGEN13E, or WGE-XX)
Audit Risk Alert Independence and Ethics Developments—
2012/13 (product nos. ARAIET12P, ARAIET12E, or WIA-XX)
U.S. GAAP Financial Statements—Best Practices in Presentation
and Disclosure (formerly Accounting Trends & Techniques), 66th
Edition (product nos. ATTATT13P or WNG-XX)
Audit and Accounting Manual (2013) (product nos. AAMAAM13P
or WAM-XX)

Continuing Professional Education
.254 The AICPA offers a number of CPE courses valuable to CPAs working
in public practice and industry, including the following specifically related to
employee benefit plans:

r
r
r
r

Advanced Employee Benefit Plan Topics
Employee Benefit Plans: Audit and Accounting Essentials
Audits of 403(b) Plans: A Challenging New Audit Area
Audits of 401(k) Plans

Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.255 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. Divided into 1-credit and 2-credit
courses available 24 hours a day, 7 days a week, AICPA CPExpress offers
hundreds of hours of learning in a wide variety of topics. Subscriptions are
available at www.cpa2biz.com/AST/Main/CPA2BIZ Primary/Tax/Research/
PRDOVR∼PC-BYF-XX/PC-BYF-XX.jsp (product no. BYF-XX).
To register for individual courses or to learn more, visit www.cpa2biz.com.

Webcasts
.256 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high-quality CPE programs that
bring you the latest topics from the profession's leading experts. Broadcast
live, they allow you to interact with the presenters and join in the discussion. If you cannot make the live event, each webcast is archived and available for viewing. For additional details on available webcasts, please visit
www.cpa2biz.com/AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.

Member Service Center
.257 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 888.777.7077.

ARA-EBP .257

76

Audit Risk Alert

Hotlines
Accounting and Auditing Technical Hotline
.258 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the
AICPA's Accounting and Auditing Technical Hotline. AICPA staff will research
your question and call you back with the answer. The hotline is available
from 9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline
at 877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/Pages/
TechnicalHotline.aspx. Members can also e-mail questions to aahotline@aicpa
.org. Additionally, members can submit questions by completing a Technical
Inquiry form found on the website.

Ethics Hotline
.259 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 or by e-mail at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.260 The AICPA has created your core accounting and auditing library online. The AICPA Online Professional Library is now customizable to suit your
preferences or your firm's needs. You can also sign up for access to the entire
library. Get access—anytime, anywhere—to the Financial Accounting Standards Board Accounting Standards Codification; the AICPA's latest Professional Standards, Technical Practice Aids, Audit and Accounting Guides, Audit
Risk Alerts, Accounting Trends & Techniques; and more. To subscribe to this
essential online service for accounting professionals, visit www.cpa2biz.com.

Codified Clarity Standards
.261 The best way to obtain the codified clarity standards is with a
subscription to AICPA Professional Standards in the AICPA Online Professional Library. Although the individual SASs are available in paperback, this
online codified resource is what you need to update your firm audit methodology and begin understanding how clarity standards change certain ways
you perform your audits. Visit www.cpa2biz.com/AST/AICPA CPA2BIZ
Specials/MostPopularProductGroups/AICPAResourceOnline/PRD∼PC005102/PC-005102.jsp for online access to AICPA Professional Standards.
.262 You can also get the clarified standards in paperback format. Codification of Statements on Auditing Standards is published each spring and
includes the clarified auditing standards and the attestation standards. Professional Standards, which has the full complement of AICPA standards, is
published each summer.
The codification of clarified standards includes various resources:

r
r
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A preface, "Principles Underlying the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards"
A glossary of terms defined in the standards
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An appendix describing the differences between GAAS and the
International Standards on Auditing

Financial Reporting Center of AICPA.org
.263 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high-quality financial reporting. This center provides exclusive
member-only resources for the entire financial reporting process and can be
accessed at www.aicpa.org/frc.
.264 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process. You will
find resources for accounting, preparing financial statements, and performing
various types of engagements, including compilation and review, audit and
attest, and assurance and advisory.
.265 For example, the Financial Reporting Center offers a dedicated section to the Clarity Project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at www.aicpa.org/SASClarity.

Industry Conferences
.266 The AICPA offers an annual Employee Benefit Plans Accounting,
Auditing, and Regulatory Update Conference in late fall. The conference is
a two-day high-level forum that lets you interact with expert auditors and
members of the DOL. The 2014 conference will be held December 4–5, 2014 in
Washington D.C.
.267 The AICPA offers an annual National Conference on Employee Benefit Plans each spring. The conference is a three-day conference designed to
update attendees on recent developments related to employee benefit plans.
The 2014 conference will be held in May 2015. For further information about
the conference, call 888.777.7077 or visit www.cpa2biz.com.

ARA-EBP .267

78

Audit Risk Alert

.268

Appendix—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants.
Website Name

Content

Website

AICPA

Summaries of recent
auditing and other
professional standards, as
well as other AICPA
activities

www.aicpa.org
www.cpa2biz.com
www.ifrs.com

AICPA Financial
Reporting
Executive
Committee

Summaries of recently
issued guides, technical
questions and answers, and
practice bulletins
containing financial,
accounting, and reporting
recommendations, among
other things

www.aicpa.org/frc

AICPA Auditing
Standards Board

Summaries of recently
issued auditing standards
and interpretations

www.aicpa.org/Research/
Standards/AuditAttest/
ASB/Pages/Auditing
StandardsBoard.aspx

AICPA
Accounting and
Review Services
Committee

Summaries of review and
compilation standards and
interpretations

www.aicpa.org/research/
standards/
compilationreview/arsc/
pages/arsc.aspx

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies

www.economy.com

The Federal
Reserve Board

Source of key interest rates

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
www.fasb.org
accounting pronouncements
and other FASB activities

International
Accounting
Standards Board

Summaries of International www.iasb.org
Financial Reporting
Standards and
International Accounting
Standards
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Website Name

Content

Website

International
Auditing and
Assurance
Standards Board

Summaries of International www.iaasb.org
Standards on Auditing

International
Federation of
Accountants

Information on standards
setting activities in the
international arena

www.ifac.org

Private
Company
Financial
Reporting
Committee

Information on the
initiative to further
improve FASB's standard
setting process to consider
needs of private companies
and their constituents of
financial reporting

www.pcfr.org

Public Company
Accounting
Oversight Board
(PCAOB)

Information on accounting
and auditing activities of
the PCAOB and other
matters

www.pcaob.org

Securities and
Exchange
Commission
(SEC)

Information on current
SEC rulemaking and the
Electronic Data Gathering,
Analysis, and Retrieval
database

www.sec.gov

USA.gov

Portal through which all
www.usa.gov
government agencies can be
accessed
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